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INTRODUCTION 

The Third International Conference on State and Local 
Taxation was held under the auspices of the International Tax 
Association at Louisville, Ky., September 21-24, 1909, upon an 
invitation received from Hon. Augustus E. Willson, Governor 
of Kentucky. 

Governor Willson also addressed an invitation to the Gov- 
ernor of every State reading as follows: 

"State op Kentucky, 

"EXECUTIVE DEPARTMENT, 

"Office of the Governor. 

"Frankfort, Ky., February 27, 1909. 

"My dear Governor: 

"I send you most cordial greetings, and for the sake of a good 
and useful cause, invite you to come in person and name three 
delegates and three alternates to visit Kentucky and represent 
your State in the Third International Conference on State and 
Local Taxation to be held in Louisville, Ky., September 21-24, 
1909, under the auspices of the International Tax Association. 

"The first conference was held in Columbus, Ohio, Novem- 
ber 12-15, 1907. Thirty-three States, three Canadian Prov- 
inces and thirty-one Universities and Colleges were represented. 

"The second conference was held in Toronto, Province of 
Ontario, Canada, October 6-8, 1908. Twenty-four States, 
five Canadian Provinces and eighteen Universities and Colleges 
were represented by delegates. 

"I hope earnestly that every State and every Canadian Prov- 
ince will be represented in the Third Conference to be held in 
Louisville. 

9 
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10 STATE AND LOCAL TAXATION 

"The Constitution of the International Tax Association vests 
the voting power in its Conferences only in delegates appointed 
by Governors of States, Premiers of Provinces and Presidents of 
Universities and Colleges, which gives ground for a just hope 
that the conclusion of these Conferences shall be true expressions 
of the best administrative experience and the best-trained eco- 
nomic thought on this vital subject of State and local taxation, 
and therefore wise and safe guides for Legislative consideration 
and action. 

"I learn that a personal invitation to attend this Conference 
and take part in its discussions will be given by the President 
of the International Tax Association to all Premiers of Prov- 
inces; Auditors or Comptrollers of State; Attorneys General; 
State Tax Commissioners and Members of State Tax Commis- 
sions; Members of State Railroad Commissions; State Forestry 
OflScers and Members of Forestry Associations; Presidents of 
Universities and Colleges; Heads of Economic Departments 
and Professors of Economics. 

" It will give the people of Kentucky and their Governor very 
great pleasure to welcome the delegates and alternates whom 
you appoint to represent your State in the Louisville Confer- 
ence, and we shall feel especially honored if you will give us the 
chance to greet and welcome you in person on that occasion. 
"Yours sincerely, 

"Augustus E. Willson, 

''Governor of KerUixky." 

Letters of invitation, similar in tenor, were sent by the 
International Tax Association to the Premiers of the Canadian 
Provinces and to the Presidents of the Universities and Colleges 
throughout the United States and Canada. 

At the Conference thirty-eight States were represented by 
delegates appointed by the Governors, and three of the Ca- 
nadian Provinces by delegates appointed by the Premiers. 
Twenty-five Universities were represented, and as two of these 
were in States from which no delegates appointed by Governors 
were in attendance, the total number of States represented on 
the resolutions committee was forty. 

The widespread character of this representation was gratify- 
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INTRODUCTION 11 

ing as indicating an increasing interest in these Conferences; 
and also as securing the views of all sections of the country 
for the consideration of the resolutions adopted. 

The choice of Louisville for the Third Conference was de- 
termined partly by the geographical location, but chiefly be- 
cause of the interest in taxation that has been shown in the 
State of Kentucky. 

One of the resolutions adopted at the first Conference (Co- 
lumbus, 1907) was to the effect that the State constitutions 
requiring the same taxation of all property, or otherwise impos- 
ing restraints upon the reasonable classification of property, 
should be amended by the repeal of such restrictive provisions. 

The constitution of Kentucky requires uniform assessment for 
taxation of all property (with the usual exceptions of that used 
for religious or educational purposes) . At a recent session of the 
legislature a bill was introduced, and passed the Senate, for the 
amendment of this provision. Following the discussion and 
interest aroused, the Governor of Kentucky appointed a Tax 
Revision Commission, which is now conducting an inquiry into 
the working of the tax laws in Kentucky and the systems em- 
ployed in other States. Many of the members of this commis- 
sion attended the Conference. 

From the list of delegates and speakers, it will be seen that 
there were in attendance State and local administrative officials, 
members of investigating tax commissions from sieveral States, 
professors of economics, and representatives of the taxpayers. 

In pointing out the value of these Conferences, we cannot do 
better than to quote from the introduction of the volume of pro- 
ceedings of the Toronto Tax Conference: 

"To bring together the students and teachers of the theories 
of taxation, to invite the tax administrators to recount and 
explain the problems and difficulties and the practical effects of 
administering the various systems of taxation, and finally to 
obtain the criticism and suggestions of those who pay the taxes, 
is the surest way to secure the gradual elimination of the evils 
and inequalities of taxation and to bring about the comity be- 
tween States and nations which the Association seeks to pro- 
mote. 
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12 STATE AND LOCAL TAXATION 

"The resolutions adopted unanimously by the Conference 
represent the opinions of administrative officials who are in 
direct contact with practical questions demanding immediate 
solution, and the opinions of educators who are more free to 
regard economic questions from a philosophical standpoint. 
The conclusions agreed upon by those who approach the ques- 
tion from these divergent points of view may therefore be re- 
garded as meeting the tests of economic soundness and present 
availability. The resolutions, moreover, are framed by dele- 
gates exclusively, as no one can vote in the Conference who does 
not hold credentials from the Governor of a State, the Premier 
of a Province, or a College or University." 

The resolutions adopted at Louisville also were passed by 
unanimous vote. The attitude of the Conference, on this 
point, was well expressed by Governor Noel, of Mississippi, who 
said: 

" This Conference is not like a legislature. There the major- 
ity of the members settle the question. Here we discuss from 
different standpoints, and if we are able, after hearing all the 
discussion, to reach a practically imanimous conclusion, and 
convince ourselves in this Conference that we are right, we can 
then ask other people to accept our conviction. But when we 
have thoroughly considered a question and then stand divided 
as we started, we had better leave that subject for future con- 
sideration. So what we have done in committee and in this 
Conference has been unanimous, and I believe it will be ac- 
cepted." 

The First Annual Conference, held at Columbus in 1907, was 
devoted chiefly to the discussion of broad general principles, and 
in particular to the admitted break-down of the General Prop- 
erty Tax and the policy which has resulted to some extent there- 
from, of the separation of the sources of State and local revenues. 

At the Second Conference, held in Toronto in 1908, the prin- 
cipal topics of discussion were matters of local administration, 
and especially in regard to the assessment of real estate and the 
methods of assessing and taxing public service corporations. 

At the Louisville Conference the immediate importance of 
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INTRODUCTION 13 

the new questions raised by the Federal Corporation Tax, and 
the proposed income tax amendment, naturally made these 
measures, and their possible effects on State and local taxation, 
the chief topics of discussion. However, other matters were not 
neglected, and in addition to addresses reviewing the systems of 
taxation in Southern States, there was considerable discussion of 
assessment methods and administrative problems. 

The Conference requested the International Tax Association 
to appoint three committees to conduct investigations on the 
following subjects: 

1. Uniform Classification of Real Property. 

2. General Property Tax and Income Tax. 

3. Taxation of Insurance. 

A fourth committee is at work on the subject of a model 
inheritance tax law, with the object of preventing the taxation 
of the same property by more than one State. 

The reports of these committees will provide considerable 
material for the consideration of the next Conference. 

The sessions of the Conference were held in the auditorium 
of the Hotel Seelbach, and by the courtesy of the Louisville 
Committee, a luncheon was served daily to the delegates and 
visitors. Wednesday evening, September 21, a dinner was 
tendered by the Louisville Committee, at which Mr. A. Y. Ford 
presided. Another enjoyable feature of the Conference was the 
automobile ride arranged with the cooperation of the citizens, 
who tendered the use of their autos. The comiiesies of the 
Pendennis Club, which were extended to the delegates and vis- 
itors, were much appreciated. 

The time and place of the next Conference will be determined 
by the executive committee of the International Tax Associa- 
tion, as provided by the constitution, which was printed entire 
in the volume of proceedings of the Toronto Conference. Article 
6, relating to the annual Conferences, is reprinted in this vol- 
ume to make it clear to the public that the annual Conferences 
are wholly in the hands of the delegates, and are safeguarded 
from any influence which the Association, as such, might desire 
to exert in behalf of any particular scheme of taxation. 

It is fitting that we record, again, on behalf of the Associa- 
tion, our appreciation of the work and efforts of our President, 
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14 STATE AND LOCAL TAXATION 

Mr. AUen Ripley Foote, without whom these three successful 
Conferences would not have been held, and whose unselfish 
devotion to the public weal has been an inspiration to those 
whose privilege it has been to work with him. 

A. C. Pletdell, 
Edward L. Heydeckeb, 
William Ryan, 

CommiUee on Publication. 
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16 STATE AND LOCAL TAXATION 
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DELEGATES REPRESENTING STATES AND 
PROVINCES 

UNITED STATES 

CalifoniiA: 

Prof. Buxt Estks Howabd, Leland Stanford Junior UniYersity, Palo 
Alto. 

Colorado: 

William J. Gallioan, Treasurer of State, Denver. 
William D. Todd, Estates* Deputy Assessor, Denver. 

Connecticttt : 

William H. Cobbin, State Tax Commissioner, Hartford. 

Delaware: 

Philip L. Cannoit, President State Revenue and Taxation Commission, 
Bridgeville. 

Thomas O. Coopbh, Member State Revenue and Taxation Commission, 
Wilmington. 

Gbobob W. Spabks, Secretary State Revenue and Taxation Commis- 
sion, Wilmington. 

Georgia: 

Chablbs Mubphbt Candlbb, Member Railroad Commission, Atlanta. 
E. C. KoNTz, Attorney, Atlanta. 
£. WoHLWBKDBB, Columbus. 

Idaho: 

John W. Eaolbson, Boise. 

niinois: 

Fbavk p. Cbandob, Tax Commissioner, C. & N. W. R. R. Co., Chicaga 

Indiana: 

CouBTLARD C. Matson, Member State Board of Tax Commissioners, 

Indianapolis. 
James W. Nobl, Attorney, Indianapolis. 
Geobob Wolf, Indianapolis. 

Bsas: 

Samubl T. Howb, State Tax Commissioner, Topeka. 
William S. Glass, State Tax Commissioner, Topeka. 
Eabl Akbbs, Editor, Stafford. 
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18 STATE AND LOCAL TAXATION 

Kentucky: 

AuocBTUs B. WiLLSON, Govemor, Frankfort 

Jambs Brbathitt, Attomey-Qeneral, Frankfort 

William A. Robinson, Member Tax Revision CommisBion, Loaisville. 

LonisiAna: 

W. O. Habt, Member Special Tax Commission, New Orleans. 



Edward W. Whbelbr, Chairman Committee on Taxation, Legislature 

of 1009, Brunswick. 
Clement F. Robinson, Clerk to Special Tax Commission of 1907-1908, 

Portland. 

Maryland: 

Gborob M. Bradt, Attorney, Baltimore. 

MassAchusetta : 

Charles J. Bullock, Professor of Economics, Harvard University, 
Cambridge. 

Michigan: 

Robert H. Shields, Member State Board of Tax Commissioners, 
Houghton. 

Minnesota: 

Samuel Lord, Chairman State Tax Coi^mission, St Paul. 
J. G. Armson, Member State Tax Commission, St Paul. 
O. M. Hall, Member State Tax Commission, St PauL 

Miatisaippi: 

E. F. Noel, Govemor. 

Mi8M)nri: 

Frbderick N. Judson, Attorney, St Louis. 
Gouvbrnbur Calhoun, St. Louis. 

Montana: 

Prof. Joseph H. Underwood, University of Montana, Missoula. 
Dr. H. H. Swain, President State Normal College, Dillon. 

New Hampshire : 

Frank S. Strbbtbr, Attorney, Concord. 
Joseph S. Matthews, Attorney, Concord. 

New Jersey: 

A. C. Plbtdbll, Corresponding Secretary Litemational Tax Associa- 
tion, North Plainfield. 
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Hew York: 

E. E. WooDBUBT, Chairman State Board of Tax Commiasionen, 

Albany. 
Lawson Puxdt, President Department of Taxes and ABseBsments, City 

of New York. 

North Carolina : 

E. A. Danibl, Jb., Washington. 

Pbof. Chablbs Lbb Rapbr, Uniyersity of North Carolina, Chapel HilL 

North Dakota : 

Prof. Jambs E. Botlb, University of North Dakota, Grand Forks. 
J. E. RoBDfsoN, Attorney, Fargo. 

Ohk>: 

William A. Alsdobf, State Senator, Johnstown. 

William G. Pharb, State Senator, Cleveland. 

S. D. Shankland, Member Hoose of Bepresentatiyes, Willon^by. 

Oklahoma: 

M. E. Tbapp, State Auditor, Guthrie. 

W. B. AwTHOHT, Secretary to Governor, Guthrie. 

Oregpn: 

Chablbs V. Gallowat, Member State Board of Tax Commiarioners, 
Salem. 

Pennsylrania : 

N. E. Hausb, Chief Clerk, Dept of Auditor General. 
Gborgb M. Hosaok, Pittsburg. 

Rhode Island : 

Bobbrt S. Fbaiollin, Chairman, Committee on Taxation Laws, New- 
port. 
Oscar A. Bbkitbtt, Committee on Taxation Laws, Woonsocket 
Zbnas W. Bliss, Committee on Taxation Laws, Cranston. 
William M. P. Bowbv, Committee on Taxation Laws, Providence. 
Edwabd p. Tobib, Clerk, Committee on Taxation Laws, Providence. 

Sooth Dakota : 

H. K. Wabbbn, President Yankton College, Yankton. 

Tennessee: 

John B. Thomason, Paris. 

Utah: 

J. J. Thomas, Clerk State Board of Equalization, Salt Lake City. 

Yermont: 

J. E. CusHMAN, Commissioner of State Taxes, Burlington. 
Joseph A. DbBobr, President National Life Insurance Company, Mont- 
pelier. 
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Washington: 

J. E. Frost, State Tax CommiBsloner, Olympia. 
Thomas A. Pabish, State Tax Commissioner, Seattle. 
T. D. RoGKWBLL, State Tax Commissioner, Olympia. 
C. B. KsGLBY, Master State Grange, Pullman. 

Wert Virginia: 

William E. Glasscock, Goyemor, Chaileston. 

E. L. Long, State Treasurer, Charleston. 

Stbuabt F. Rebd, Secretary of State, Charleston. 

T. C. TowKSBND, State Tax Commissioner, Charleston. 

Albbbt B. Whitb, Former Governor, Parkersbuig. 

Louis Bbmnbt, Weston. 

H. D. Hatfield, Eckman. 

Z. T. ViKsoN, Huntington. 

Wisconsin: 

N. S. GiLsoN, Chairman State Tax Commission, Madison. 
N. P. Hauobn, Member State Tax Commission, Madison. 
Frank B. Schutz, City Tax Commissioner, Milwaukee. 
E. K. Kennait, Attorney, Milwaukee. 
G. H. Notes, Attorney, Milwaukee. 

Wyoming: 

W. A. RioKABDs, State T^x Commissioner, Cheyenne. 
W. B. ScHHiTOEB, Secretary of State, Cheyenne. 

DOMINION OF CANADA 
AlberU: 

John Perrib, Provincial Tax Commissioner, Edmonton. 

Ontario: 

George Pattdtson, Member Provincial Parliament, Preston. 
Dr. Thomas S. T. Smellib, Member Provincial Parliament, Fort 
William. 

Saskatchewan : 

J. N. Baynb, Deputy Minister Municipal Department, Regina. 
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OsoAB L. Pond, Columbia University, New York. 
Pbof. Edwin W. Kbmmbbbb, Cornell University, Ithaca, N.T. 
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RESOLUTIONS ADOPTED BY THE CONFERENCE 

1. Whereas f An effort has been made outside this Conference 
to attach a partisan political significance to the discussions of 
the Conference and its committees on the federal income and 
corporation tax questions, 

Resolved, That we place on record the fact that no partisan 
political considerations have at any time entered into the 
deliberations of the Conference or its committees, and that 
reports to that effect are untrue. 

Adjustment op National to State and Local Taxation 

2. Whereas, The adjustment of national to State and local 
taxation is a matter of vital concern to the States, as well as 
to the nation, since the revenues of both are affected by such 
adjustment, and. 

Whereas, This subject requires serious and thorough con- 
sideration from the point of view of the State, as well as that 
of the nation, and 

Whereas, The organization of the proposed Association of 
Governors will afford opportunity to secure such consideration, 

Resolved, That this Conference requests its permanent 
chairman, the Governor of Kentucky, to submit the subject 
for the consideration of the governors at the first meeting of 
their Association. 

Uniform Classification of Real Property 

3. Whereas, The Bureau of the Census desires to prepare and 
publish exhibits of real property valuations so arranged as to 
show for each civil division the value of various classes of real 
property, showing the value of land separately, and, 
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Whereas, Such classification will tend to secure a more equi- 
table assessment of real property, 

Resolved, That the Conference recommends to the Inter- 
national Tax Association that a committee be appointed upon 
uniform classification of real property, which shall prepare 
and submit to future Conferences and to the legislatures of 
the States and Provinces, a classification of real property such 
as is contemplated by these resolutions, and to submit to 
future Conferences such further recommendations as the 
committee may deem advisable to secure the early adoption 
by our several States and Provinces of such imiform classifica- 
tion of real property as will aid the Bureau of the Census and 
will assist in freeing the administration of the general property 
tax from the inequality partly due to the absence of any uni- 
form or other classification of real property values. 

Compilation op State Corpobation Tax Laws 

4. Resolved, That this Conference commends the recent 
compilation by the United States Bureau of Corporations of 
State laws relating to corporation taxation, and urges the early 
publication of similar compilations of the laws of other States 
and Territories relating to the same subject. 

Causes of the Failubb of the General Pbopebty Tax 

System 

5. Whereas, The working of the general property tax de- 
pends upon the efficiency and thoroughness of its administra- 
tion, which in most States is confided to officials locally elected 
or appointed, and 

Whereas, The general property tax as thus administered 
is severely criticised by students of the subject as unjust and 
imequal between taxpayers in the same district. 

Resolved, That a committee of three members be appointed 
by the Executive Committee of the International Tax As- 
sociation to investigate whether the failure of the general 
property tax is due to inherent defects in the system itself, 
or to weakness in its administration, and to report to the next 
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annual Conference its conclusions upon this subject; including 
in the investigation, if deemed necessary, the further question 
of the advisability of substituting an income tax, in whole or 
in part, for*the personal property tax. 

Unifobm Taxation of Insurancb 

6. Whereas, The taxation of the business of insurance is a 
problem different from that presented by the taxation of other 
corporations. 

Resolved, That the laws of the several States relating to the 
taxation of insurance companies should be uniform so far as 
permissible by State constitutions, and that all retaliatory 
legislation be abandoned as contrary to interstate comity, 
and that this Conference reconmiends that the Executive 
Committee of the International Tax Association appoint a 
committee of three to investigate the question of insurance 
taxation, and report to the next annual Conference. 

Acknowledgment op Hospitalitt 

7. Resolved, That this Conference express its great appre- 
ciation of the hospitality with which it has been received during 
its meeting at Louisville, and hereby return its heartiest thanks 
to his Excellency, Governor Augustus E. Willson of the State 
of Kentucky, Hon. James F. Grinstead, Mayor of the City 
of Louisville, the local committees of arrangements, and the 
Pendennis Club. 

Vote op Thanks to Govebnor Willson 

8. Resolved, That the thanks of this Conference be and are 
hereby extended to his Excellency, Governor Augustus E. 
Willson for the signal ability and distinguished courtei^ with 
which he has presided over its deliberations. 
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INTERNATIONAL CONFERENCE ON STATE 
AND LOCAL TAXATION 

LouisviLLB, Kentucky, September 21-24, 1909 

ORGANIZATION OF CONFEBENCE 

The Third International Conference on State and Local 
Taxation opened in the Auditorium of the Hotel Seelbach, 
Louisville, Ky., on Tuesday, September 21, 1909, at 2.30 p.m. 

President Allen Ripley Foote: Delegates and visitors to 
the Third International Conference, as President of the Inter- 
national Tax Association, I request you to come to order, and 
I introduce as Temporary Chairman, Mayor James F. Grin- 
stead of Louisville. 

Mayor Grinstead: I am very glad to welcome to the city 
of Louisville this great body of thinking business men, which has 
honored the city of Louisville by accepting the invitation of our 
citizens to come here and hold your meeting. You have great 
problems before you, but you have great minds with you, and I 
am sure that you will be able to solve those problems to the 
satisfaction of yourselves and I hope to that of many citizens 
of this great country who are very much disturbed at times 
over the question of taxation. 

Very Rev. Charles E. Craik, D.D., Dean of Christ Church 
Cathedral, pronoimced an Invocation. 

Mayor Grinstead: I now have the honor of introducing to 
you Governor Willson of Kentucky, who will welcome you to 
this grand old commonwealth. 

Governor Augustus E. Willson: I have not come here to 
make an address on the subject of Taxation. We have not 
been deep students of taxation in Kentucky, and many of our 
citizens have given far more care and consideration to it than I 
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have; so that I have come here as a learner, as a student, and 
not as a teacher or professor, or even a post-graduate. 

I greet you for all Kentucky. Howdy, and welcome. We are 
glad to have you with us. We hope to show it more by deeds 
than by words, but so far as words can go, I say to you that all 
our people feel it an honor to greet this assembly. An idea is 
stronger than any number of men if it is a good idea; and the . 
line of thought that has brought you together, while it is not an 
attractive subject for literary efforts, is a vital part of the busi- 
ness life of this people. Your studies and work have already 
brought good results to our neighboring coimtry represented at 
this Conference; and they can but be good for the future. I 
feel it is a great honor to have you with us, and I know I speak 
for all Kentucky in that. We welcome you and we greet you. 
We thank you for doing us the honor of being our guests, and we 
hope if there is anything you want, and that you don't see, that 
you will ask for it. Good luck to this Conference and good 
luck to every member and to all who are dear to the members. 
I greet you and I welcome you. 

Mayor Gbinstead: It is my pleasure now to introduce 
Governor Noel of Mississippi. 

Governor E. F. Noel : In behalf of the visitors here, members 
of the International Tax Conference, I wish to respond to the 
very cordial welcome that has been extended to us through the 
Chief Executives of your State and City. We appreciate it. 
I came from the Gulf Coast, and I knew what was ahead of us 
when we started. I do not feel that I am a stranger in Louis- 
ville. When I was a boy, a good while ago, I was a desk-mate 
at the Male High School here with Judge Shackelford Miller. 
I have an imcle here. Major Sanders, and I have many friends 
in the city. 

We meet here in a State that is neither exactly north nor 
exactly south, that even in the Civil War divided its soldiers 
and forces. It is a State in which sectionalism has no place. 
Sectionalism had a place in the original foimdation of our gov- 
ernment. It was represented in conflicting institutions, in differ- 
ent social conditions, in different governmental conditions. The 
chief cause of our differences was negro slavery. That has passed 
away. We are now seeking to come to the point where aXL who 
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are interested, and all ought to be, in unifonn government, 
uniform legislation, upon those points where the interests of all 
are alike, and in favor of the enforcement of laws, should meet 
and endeavor to find what is best, for we are all seeking the 
same ends. 

When it comes to the question of taxation, the raising and the 
expending of revenue, we are all seeking the same thing, we are 
seeking the best results from the investment of our money. 
Whether in eleemosynary institutions, educational institutions, 
penal institutions or the administration of law, we want the very 
best results. Those results all cost money, and large sums of 
money, and we want that money derived from property in pro- 
portion to the benefit that the government gives to it, and in 
proportion to its ability to respond. When it comes to that 
question, of course there are different positions; people's in- 
terests differ; a man sees another man's obligations much more 
keenly than his own; when it comes to walking up to the asses- 
sor's office, he sees not the beam in his own eye, but the mote 
in his neighbor's. 

These questions touch everybody. You need not own any 
land or personal property to be interested. Taxation regulates 
the cost of bread, the cost of riding, the cost of living. It 
touches the child and the woman. It touches the property 
holder and the non-property holder. It touches all. It gives 
the benefit of protection of life and liberty to all, and of property 
to those who have it, and it should exact its recompense in pro- 
portion. 

Our country started with thirteen States operating under 
thirteen different systems of local and governmental taxation, 
and we have now broadened into nearly fifty. Differences at 
first were essential because the conditions of social and economic 
life were widely different, but under our advancing conditions 
and imder our modem civilizations we are now very largely 
alike. We are confronted by problems much alike, and we want 
the intellect and the moral support and guidance of the whole 
country in putting into operation those principles which will 
administer the government most beneficially for all by equitably 
apportioning its burdens and by equally distributing its benefits. 
While the means and the machinery and the law and its ad- 
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ministration may be somewhat dry subjects, they touch every- 
body. They touch us all in life and in security, in our property 
and in its protection; they touch us in our pockets, and we 
should see that we receive just and equitable returns for what 
we pay as proportioned to the payment of our neighbors. We 
meet to discuss and consider these important subjects. Men 
who have studied them theoretically in the colleges, men who 
have applied them practically in the legislatures, men who have 
administered them in the various branches of government, State, 
county, and municipal, — we meet to compare experience and 
balance accounts with a view to eliminating what has proved 
worthless and to adopt that which is best. We thank you for 
the invitation which you have extended to us, and we thank you 
still more for the cordial greeting you have given us, so all may 
know that there is not a more hospitable people in the world 
than in Kentucky, and in Kentucky there is no better place than 
Louisville. 

Mayor Grinstead: I now introduce Professor Charles J. 
Bullock of Massachusetts. 

Professor Bullock: A distinguished citizen of my own 
State who was in his day considered an expert on the subject 
of the vexed problem of money and currency that has per- 
plexed the country, used, when making addresses upon the 
subject, to introduce himself as follows: "There is no bore like 
the currency bore, and, ladies and gentlemen, I am one of them.'' 
Next to the vexed problems of money and currency, perhaps 
there are none drier or more uninteresting to the average hearer 
than the problems of taxation. In the work that is under way 
in my own State, I have become accustomed, following the 
example of the gentleman to whom I have referred, to intro- 
duce myself by saying, "Ladies and Gentlemen, there is no 
bore like a taxation bore, and I am one of them." And in 
coming to the city of Louisville, it is perhaps necessary to say, in 
behalf of the International Tax Association, that the members 
of the organization fully appreciate that there are no bores like 
taxation bores, and that they regret the fact, and that in many 
respects they are sorry to inflict themselves upon the helpless 
citizens of the City of Louisville, but all the same, they are 
glad to be here. 
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This Association has had a taste of Ohio hospitality and an- 
other of Canadian hospitality, and in coming to Louisville, I am 
sure the members felt no doubt concerning the nature and 
character of the greetings that here awaited us. Speaking for 
myself, I can testify that, as I stepped from the train, the gentle- 
man who took my grip addressed me as " Colonel." ' To a mere 
professor coming from a city like Cambridge, where Professors 
are a superfluity and Colonels rare, that was indeed gratifying. 
I was then taken to meet the Governor of the Conmionwealth, 
and I find that he too was addressed as '' Colonel," at least some- 
times; and we know, gentlemen, that we are in Kentucky, and 
from the greeting we have received we know that we are to be 
received with true Kentucky hospitality. 

We appreciate the fact that the work of preparing for conven- 
tions of this sort is no light task, and that some one has to give 
careful thought to the comfort and the convenience and the 
pleasure of those who attend such a gathering. We recognize, 
upon every hand, evidences of careful and hospitable provision 
for our welfare. I assure you that we appreciate the greeting 
you have extended, Mr. Mayor, in behalf of the City of Louis- 
ville, and the greetings extended through you. Governor Willson> 
in behalf of the Commonwealth of Kentucky. We are glad to 
be here. We are sorry that the subject we bring here to be dis- 
cussed is a subject of such dullness and dryness and lack of in- 
terest, but our excuse for being here is, apart from the importance 
of the subject, that we wanted to come. In behalf of the 
Association, I thank you once more for the kindly greeting you 
have extended. 

Mayor Grinstead: I have the pleasure to introduce Dr. T. 
S. T. Smellie of Ontario, Canada. 

Dr. Smellie: I desire to make grateful and appreciative 
acknowledgment of the kindness you have shown us in inviting 
us to this assembly. We have not come here to do a great deal 
of talking, but we are going to do a great deal of listening. We 
are well aware of our great jimiority as compared with the 
United States. Most of you know that in population we do not 
exceed what your ancestors had, and our resources are about 
the same as they had a century ago. In some respects we are 
very much behind you, and in others not so far. Our first 
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transcontinental road was only about twenty-five years behind 
yours. 

It is interesting in looking over the records of last year's 
Conference to see how many representatives of Canadian uni- 
versities were delegated to this assembly in Toronto last year; 
the total number was twenty-seven, and of these fourteen were 
from my Province. 

We should congratulate ourselves upon the attendance of pro- 
fessors at our conferences. No subject is of greater importance, 
and if the professors in our imiversities grasp and explain the 
subject as they should, it will show that they are up to date and 
in every way prepared upon this great subject. I think it is a 
verj promising feature in the case, and I hope in this and in all 
other conferences of the kind, these men, the teachers of others, 
will be conspicuous by their presence and not by their absence. 
Others, of course, can have influence, and can have teaching 
power, but what can exceed the influence of a university pro- 
fessor with hundreds or thousands of students under him? 

A number of the subjects that are now very vital to you are 
only beginning to pinch us. We are only awakening on some 
of these subjects. Our population is smaller and a great portion 
of our country is new, and these matters have not been pressed 
home on us as they have been on you. We hope that through 
your learning how to remedy troubles into which you have come 
we may learn to avoid the same troubles, which will certainly 
come to us when our population approaches what yours is. 

I thank you most heartily for your kindness and your hospi- 
tality which is vouchsafed to us as strangers. 

Mayor Grinstead: Gentlemen, it afforded me very much 
pleasiu-e to introduce Governor Willson to make you welcome to 
the State of Kentucky. It is now my pleasure to introduce 
him as your permanent chairman. 

Governor Willson: On the eve of a serious election, I feel 
that this entirely non-partisan meeting is a needed rest. I am 
not yet aware of the means by which I was elected permanent 
chairman of this meeting, but it looks to me like it was fixed up, 
and I don't want our neighbors from Canada, whom we greet 
with affectionate hospitality, to take this as a sample of the 
way we elect people in this country. I have been through an 
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election of the regular kind and I know what it is, and I wish 
they could see some of them. 

Before proceeding with the regular business of the meeting, 
I wish to express to our brother from Canada how much we 
appreciate the coming of him and his fellow-delegates. He has 
been too modest in assigning Canada its proper place. We have 
watched the wonderful growth and progress of Canada with 
neighborly and friendly interest, with no greed for conquest of 
territory, but with a cordial interest and friendly feeling for the 
men of the same stock. We have been interested in its splendid 
government and in its great progress. They are our neighbors 
and our friends and we are their neighbors and friends. I now 
recognize Mr. Purdy of New York. 

Mr. Lawson Purdy : I know that we are all saddened by the 
death of Governor Johnson of Minnesota. As one who had the 
honor of his acquaintance and who loved him, I desire to present 
for your adoption this preamble and resolution: 

"Whereas, Governor John A. Johnson ot Minnesota was 
well known and loved by many of the delegates to the Inter- 
national Tax Conference, here assembled, and was honored and 
respected by all, now therefore be it 

"Resolved: That this Conference hereby records its faith 
that John A. Johnson served the people of his day and genera- 
tion so ably and so faithfully and loved his fellow-men so truly 
that in his death the country suffers irreparable loss, but we 
confidently believe that the example of his life will inspire his 
countrymen with a broader patriotism and a deeper sense of 
brotherhood." 

Governor Willson : It is only a short time since the JeflFer- 
sonian Democratic Club of Louisville entertained Governor 
Johnson, and at their request I welcomed him to Kentucky in 
this very room, and then we came to know him. Later I met 
him at the Conference of Governors in Washington. 

In support of this resolution, having met many of the men who 
are strong in our country, I desire to pay this tribute of respect, 
that I never met one of them who gave me a deeper impression 
of homely, honest, common sense, a good neighbor, splendid 
manhood, than Governor John A. Johnson. 

He won by merit. He was of the type of man that Abraham 
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Lincoln was, truly a man of the people, truly a good man, a 
great man, a just man, a wise man and a brave man. And his 
last brave struggle was in harmony with his whole life, from the 
struggles of the boy with poverty, to the high position which he 
reached and the honor in which he was held by his own people 
and by the world. 

I know that these resolutions express the feelings not only of 
all of us present but that through this whole land, in all neigh- 
borhoods, there will be felt a thrill of regret and a feeling of 
sadness and sorrow at his death. 

The resolutions were adopted imanimously by rising vote. 

[At the evening session, Mr. Samuel Lord, Chairman of the 
Minnesota Tax Conunission, said: 

The members of the Minnesota Tax Commission here present 
have received word from Minnesota indicating that the funeral 
of Governor Johnson will be held on Thursday. We would be 
untrue to our feelings of love to the Governor if we absented our- 
selves from the funeral on that day, so it is necessary for us to 
leave this evening in order to be there at that time. We do not, 
however, feel like leaving you without expressing to you on 
behalf of the Commission and of the people of Minnesota our 
gratitude for the tribute contained in the resolutions which 
were introduced and unanimously carried by this body this 
afternoon, and we do thank you for them from the bottoms of 
our hearts. 

I do not propose to take up the time of the meeting with any 
words of eulogy for the departed Governor. His own life is 
his best eulogy. No better or truer man ever lived than Gov- 
ernor Johnson. We wish you Godspeed in the work before you, 
and bid you farewell. 

Governor Willson: I will say for the Conference that you 
will take with you from this assemblage our earnest sympathy 
in your sorrow and a greeting to the family and friends.] 

Appointment of Committees 

Governor Willson: The next order of business is the elec- 
tion of three Vice-Chairmen, and the authorization of Com- 
mittees. 
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Mr. W. H. Corbin (Connecticut) moved that the visiting 
Governors be ex-officio Vice-Chairmen of the Conference. 
Carried. 

Mr. John Perrie (Alberta) moved that the Chair appoint a 
committee of five on Credentials. Carried. . 

Mr. N. S. Gn^soN (Wisconsin) moved that the Chair appoint 
a committee of five on Rules and Program. Carried. 

Mr. Lawson Purdy (New York) moved that a committee 
on Resolutions be appointed, to consist of one member from each 
State and Province, who shall be chosen by the delegation from 
that State or Province. Carried. 

Governor Willson: The committees will be announced 
later in the meeting. The Chair will be very glad to have sug- 
gestions from any of the members here. Necessarily, in a 
meeting of this kind, there is a diffidence about pushing forward, 
and it naturally follows that the Committee on Arrangements 
takes upon itself to see that there are no gaps left, and in that 
way they are ready with suggestions, but they are not anxious 
to fill these committees. On the contrary, I know that they 
would prefer to have all the help and suggestions they can get. 
I therefore appeal to every delegate to pay attention to these 
matters and feel welcome to make suggestions to the Chair, or to 
any of those who have aided in the preliminary arrangements. 

I will ask the delegates from the several States and Provinces 
to recommend from each a member of the Conmiittee on Reso- 
lutions before the commencement of the evening session. The 
names are to be handed to the Secretary or Chairman, prefer- 
ably to the Secretary. 

The Committee on Resolutions will have a great voice in 
shining a final expression of this Conference, and it is desirable 
that no State or Province should neglect to appoint a member. 
All resolutions are referre4 to them, and most resolutions are 
finally shaped up by them, and it is desired that there shall be 
the fullest interchange of views and the fullest opportunity of 
expression of views, not merely on a given subject but on the 
way in which it shall finally be submitted to the world for its 
approval or consideration. 
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RbSOLXTTIONS Ck)liMITTBB 

[The members of the Resolutions Committee, as selected by 
the various delegations, were announced Wednesday morning. 
The list of members (representing forty States and three Prov- 
inces) is printed in the preliminary pages of this volume (p. 17), 
together with the text of the resolutions adopted.] 

Mr. W. a. Robinson (Louisville) : The Local Committee of 
Arrangements desires to tender to the delegates and visitors, 
on behalf of the citizens of Louisville, a dinner to-morrow even- 
ing, in this room at seven o'clock. This dinner is to be informal, 
and you are not expected to wear dress suits. The Local Com- 
mittee has also arranged for a luncheon for the members of the 
Conference to-morrow at noon in the Rathskeller downstairs. 
Friday afternoon we have arranged for an automobile ride 
throughout the city and its parks. We hope you will all stay 
for this ride. We have a beautiful city and some beautiful 
parks, and we want to have a little social intercourse with you. 
We would have arranged other social functions for you, but 
your President said that it was out of the question to have any 
more. 

Governor Willson: The Chair has the pleasure now of 
introducing to this Conference one who does not need my intro- 
duction as much as I might need his, Mr. Allen R. Foote, Presi- 
dent of the International Tax Association, who has given his 
whole heart to your work, and who has probably given as much 
thought and study to this subject as anybody in the world. 

Mr. Allen R. Foote: Before commencing to read my paper, 
I wish to say that there is on the program an announcement of 
myself on a very di£ferent subject. We changed that partially 
because I didn't have the material that was promised in the other 
subject, and partially because I wished to justify the recommen- 
dation I made on certain subjects that are to come before you. 
I wish also to say that it is not contemplated that there will be 
any discussion upon my paper at this time. The subject will be 
discussed on Wednesday afternoon in connection with the papers 
to be delivered by Mr. Purdy and Professor Seligman. 

The subject of my paper is "The Power of Taxation should be 
Regulated." I have prepared some definitions on taxation. 
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I remember reading once that an old philosopher said that 
whenever people agreed about definitions, they always agreed 
in their arguments. 

[Mr. Foote's paper is printed later in this volume, just pre- 
ceding those of Messrs. Purdy and Seligman, to bring all these 
papers and the discussion together.] 

Governor Willson: Before adjourning until the evening 
session, I think I may venture the appreciation of all present at 
the very solid and interesting paper which President Foote 
has presented to us. As announced by him, the subject 
of the relations of state and federal finance; of how far fed- 
eral taxation should interfere with State taxation, will be taken 
up Wednesday afternoon, and the discussion of Mr. Foote's 
paper will be reserved until that time. 

The meeting then adjourned. 

[At the evening session, Governor Willson announced the 
Ck>mmittees on Credentials, and Rules and Program, as fol- 
lows:] 

Committee on Credentials 

William A. Robinson of Kentucky. 
S. T. Howe of Elansas. 
E. E. Woodbury of New York. 
N. S. Gilson of Wisconsin. 
George Pattinson of Ontario. 

Committee on Rules and Program 

A. C. Pleydell of New Jersey. 
Wm. D. Todd of Colorado. 
Thos. A. Coombs of Kentucky. 
E. A. Daniel, Jr., of North Carolina. 
J. E. Frost of Washington. 

The Conference subsequently adopted the following 

Rules 

1. The organization and procedure of the Conference shall 
be governed by Article 6 of the Constitution of the International 
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Tax Association as printed, limiting the voting power to dele- 
gates appointed by Premiers, Governors, and Presidents of 
Universities and Colleges. 

2. Addresses shall be limited to thirty minutes. 

3. Discussion shaU follow each paper, where the subject is 
different from the preceding one and shall follow a group of 
papers when the subject is similar. 

4. Each speaker in discussion shaU be limited to five minutes, 
and the general discussion shall not exceed thirty minutes unless 
otherwise voted. The privilege of the floor shall be extended 
to members of the International Tax Association and public 
officials. 

5. The order of discussion shall be: 
(a) Invited speakers. 

(6) Those who give notice of their desire to discuss a 

particular paper, 
(c) General discussion by delegates. 

6. The ordinary rules of Parliamentary procedure shall gov- 
ern otherwise. 
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Tuesday EyBimffG, September 21, 1909 

CHAIRMAN, HON. AUGUSTUS E. WILLSON, 
KENTUCKY 

Pbogbam 

1. Taxation and the Pitblic Welfare. 

James H. Dillard, President Jeanes Foundation, New 
Orleans, La. 

2. Taxation in the Southern States. 

Charles Murphey Candler, Member State Eailroad Com- 
mission, Atlanta, Ga. 

3. Obstructions in State Constitutions to Improvements 

IN Tax Laws. 
William A. Robinson, Member Tax Revision Commission, 
Louisville, Ky. 

4. A Classified Property Tax. 

Charles J. Bullock, Professor of Economics, Harvard Uni- 
versity, Cambridge, Mass. 

5. Discussion. 
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TAXATION AND THE PUBLIC WELFARE 

Bt James H. Dillabd 
President Jeanes Foundation, New Orleans, La. 

When the invitation came to me to make an address at this 
Conference, it happened that I was reading Alfred Russel Wal- 
lace's book entitled " The Wonderful Century/' Some in this 
audience may remember that the ninth chapter deals with the 
despised subject of atmospheric dust, to which, the author says, 
" we owe much of the beauty, and perhaps even the very habita- 
bility of the earth we live upon." He maintains that the color 
of the sky, the beauty of the simset, and the equable, soothing 
diffusion of daylight are due to the presence of dust. " The 
overwhelming importance," so the author concludes his chapter, 
" the overwhelming importance of the small things, and even 
of the despised things, of our world, has never perhaps been so 
strikingly brought home to us as in these recent investigations 
into the widespread and far-reaching beneficial influences of 
atmospheric dust." 

The Despised Subject of Taxation 

In reading these words I could not but reflect that perhaps 
the despised subject of taxation, which is as all-pervading as the 
dust itself, might some day be found to be the beneficent means 
of diffusing welfare over the face of the earth. 

There has been, as all of us know, at least one prophet in 
modem times who has made this high claim. Whether or not 
his treatment of the subject meets the views of all students and 
thinkers, we have to confess that he raised the thought to a 
high plane, and made us see as never before the all-pervading 
importance, for the public welfare, of this prosaic subject of 
taxation. And the great scientist whom I have quoted, sharer 
in the fame of Darwin, may be said to have seen, though through 
a glass darkly, something of the view which was disclosed to the 
vision of the prophet. 
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Bad Condition at Present 

Surely it cannot be said at present that our methods of taxa- 
tion tend to diffuse equable welfare over the face of the earth. 
One is tempted to say that if experts had been gathered together 
and directed to devise a S3rstem of taxation which would lend 
itself to injustice and perversion, and on the whole prove in- 
effective, they could not have succeeded in devising a more un- 
just and ineffective method than the present systems. Our 
present methods of taxation are not only inequable and ineffect- 
ive, but they are directly in opposition to the fundamental idea 
of our professed American polity. 

In his paper prepared for the International Free Trade Con- 
ference held last year in London, President David Starr Jordan, 
in speaking of our tariff system, said: " The fundamental idea 
in American polity is that of a square deal to all men, each stand- 
ing on his own feet, with exclusive privileges or governmental 
aid to no man, and to no class of men. If there is one American 
idea or ideal to be segregated from the rest, it is this of equaUty 
before the law. And it is this ideal which is violated absolutely 
and continuously in the theory and in the practice of the pro- 
tective tariff." I quote this in order to say that the same might 
be said of our systems of direct taxation. Whether consciously 
or unconsciously, we are constantly violating in our taxation 
and assessments the principles of equality and equity. Our 
taxes do not fall equably, and they are heaviest not on the strong 
but on the weak. The carriage of the rich man in which he 
takes his pleasure is not taxed as surely as the wagon of the poor 
man by which he makes his living. And to pass to another class 
of property, I know in a certain city two adjoining squares of 
equal size, which would be of equal value if unoccupied. In 
the center of one stands a mansion, on the other square there 
are eleven smaller homes. Making all liberal allowance for 
value of buildings in order to make a just comparison, I found 
that the land of the square of small homes paid between three 
and four times the amount of taxes that was paid by the one- 
house square. 

Instances of absurd discrimination and unfairness, in license 
taxes and personal property taxes and real estate taxes, could be 
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multiplied, as all of us know, to a nauseating extent. I cannot 
forbear giving one other interesting instance which I recently 
investigated. It occurs in a certain county cut by a river into 
two almost equal divisions. To the south the lands are rich 
and are held in large plantations, to the north the lands are com- 
paratively poor and are generally occupied by small holders. 
The river seems to make a social as well as a geological division. 
Now the richer lands to the south pay acre by acre about a third 
as much as the poorer farms above the river. This is a good 
illustration of the universal tendency. 

Some Changes easily Possible 

No, we have certainly not arrived at the point of equable 
taxation, much less to the point of making the method of taxa- 
tion an actual means of justice. Meantime it behooves all 
reasonable men who have arrived at least at the point of believ- 
ing in the possibility of improvement to try, here a little and 
there a little, to make some changes for betterment. 

There are indeed many ways in which our present systems of 
taxation might be changed so as to minister to the public wel- 
fare. The merchant, for example, might be relieved from swear- 
ing to his stock and sales, and from criticising his neighbor for 
underswearing. The man who owns twenty vacant lots near the 
center of a growing suburb might be made to make something like 
a fair contribution to the public welfare. The sources of revenue 
for State and county might be separated, so as to encourage better 
local assessments. The State or county which seems too poor to 
build good roads and educate children might be made ashamed 
for assessing at less than ten dollars an acre large holdings 
worth more than fifty dollars per acre. In the coimty pre- 
viously alluded to in which the opposite sides of a river fared so 
differently, if the larger holdings paid even half as much in pro- 
portion as the small farms, there would be no lack of money for 
roads or schools or any needed public improvement. 

But it is not my province on this program to enter into the 
details of changes and improvements. Some were discussed 
fully and ably at the former conferences, others are presented 
at this meeting. 
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Good Signs 

It seems to me that there are many good signs of improve- 
ment. The progress of thought, attention and discussion de- 
voted to the subject of taxation during the past twelve or fifteen 
years is most encouraging, and it is sure to continue. The 
establishment of boards of equalization and of special com- 
missions in many States will tend more and more to bring the 
matter before the minds of the people. Some months ago I 
listened to the report of the Louisiana Tax Commission made 
before members of the legislature and other citizens. The 
chairman of that Commission, who is one of the most dis- 
tinguished lawyers of the State, uttered words of condenmation 
against existing conditions, and proposed new measures, in tenor 
and manner such as the most strenuous tax reformer could by 
no means have expected to hear in a Senate chamber ten years 
ago. It is becoming now no uncommon thing to hear con- 
demnation of license taxes and of the general property tax, and 
to hear approval of local option in taxation and of the separate 
assessment of land and improvements. 

Beyond our country has recently occurred what might perhaps 
be called the most vital event in the whole history of taxation. 
I refer, of course, to the introduction of the English Budget, which, 
whatever the immediate results may be, seems likely to go down 
in history as the most important event of the last fifty years. 

At any rate the discussion of the problems of taxation is on, here 
as there ; the iniquities of our present miserable attempts at taxa- 
tion are being exposed more generally and effectively than ever 
before. Rational reforms, which must appeal to the people 
when these reforms are brought home to their minds, are being 
proposed in almost all parts of the country, and it only remains 
that the process be continued of bringing home to the minds of 
the people the inevitable connection between taxation and the 
public welfare. The discussion must go on until it is seen that 
there is absolutely nothing involved in any heated political 
campaign which means so much to the masses of the people as 
the securing of a better system of taxation. The discussion 
must go on until it is seen that these matters of taxation, such 
as formed the subjects of consideration at the former confer- 
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ences and such as are being considered during the present Con- 
ference, are of more importance to the masses of the people 
than any other public question whatever. 



Indiffbbencb Dub to Lack of Democratic Spinrr 

It may be worth while to consider for a moment the attitude 
of people toward reforms in methods of taxation. It seems 
strange on first thought that the masses of the people have so 
little regarded the vital importance of taxation to the public 
welfare. The majority of people who pay direct taxes have 
generally confined their consideration of the subject to the an- 
nual occasions when it has been forced upon attention by actual 
demands for payment, and then the thought has been little 
more than a passing malediction. Those who do not pay direct 
taxes have generally ignored the whole subject. If men had 
been as willing to attend to the subject with plain common 
sense as they have been willing to rail at it or ignore it, the con- 
ditions by this time would be far different. 

But this would mean that the masses of mankind are farther 
advanced than they are toward the democratic spirit; for it is 
still the lack of the democratic mind which makes our progress 
slow. Men have not yet been educated to want and demand 
equal rights and no special privileges. Thomas E. Watson, in 
his great book, the " Story of France," speaking of the con- 
dition of French peasants before the Revolution, says that the 
people had borne their crosses so long that these had become a 
part of the family furniture. So it is. The masses of the people 
are not yet awake to democracy and justice. 

It is true that there are those who know and see the follies 
and inequalities of taxation, and it seems strange that keen busi- 
ness men go on year after year enduring the complicated 83^3- 
tem that prevails in most cities. The indifference of such as 
these may be accounted for as a part of a general indifference 
toward public affairs or as the result of some mistaken spirit 
of conservatism. I am speaking not of these but of the great 
majority of men, of those who suffer, without knowing it, the 
evils of taxation, and I say that our lack of progress lies in the 
fact that these are not yet awakened to the ideals of democracy. 
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For a century and a half we have been speaking of democ- 
racy in America, but those who know, know that it is only a 
superficial democracy that we yet have. It is great gain to have 
even this, but we must realize for future growth that it is only 
this superficial democracy that we have. We utter the true 
shibboleth of the democratic spirit, ''equal rights to all and 
special privil^e to none," but we have hardly begun to practice 
it, and our lack of practice is shown nowhere else more fla- 
grantly than in this touchstone of government, its method of 
taxation. 

We are a part of the stream of history. The American Revo- 
lution and the French Revolution lifted the aspirations of mil- 
lions many degrees. But neither a revolution nor the writing 
of a declaration of independence means that a people by one leap 
enters into a true spirit of democracy. We are still a part of that 
long stream of struggle and progress between freedom and privi- 
lege, and there is no better test of the progress which has been 
made at any era, ours included, than the answer to the simple, 
commonplace question, " Who pays the taxes ? " The incidence 
of taxation and the growth of the democratic mind are inter- 
dependent. 

What Might Be 

In conclusion, I should like to return for a moment to the 
thought with which we began, namely, the speculation whether 
taxation might not be turned from traditionary evil to becom- 
ing the actual means of diffusing justice. We cannot tell how 
great a change in social conditions would be effected by a natural 
and just system of taxation, because we have not even ap- 
proached the outskirts of a natural and just system. But 
suppose it were possible to remove all burdens of tribute from 
labor and activity of all kinds, and from all the things wherein 
man finds his living and enjoyment, then it is sure that the plane 
of living and enjoyment would be uplifted for millions. And 
suppose that taxation could be placed so as not only to lift the 
burden from labor and the good things of labor, but so as to 
annul the evil of monopolizing the very sources of wealth, then 
we might pardon any one, be he scientist or prophet, who would 
maintain that taxation might be turned from curse to blessing. 
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TAXATION IN THE SOUTHERN STATES 

By Chables Murphey Candler 
Member State Railroad Commission, Atlanta, Ga. 

The subject of taxation is one that in all ages and under all 
forms of government has claimed the attention and study of 
rulers and subjects alike. 

The right of taxation is sovereign and inherent in govern- 
ment. The constitution of my own State declares it to be 
"inalienable, indestructible and the life of the State." 

The State demands and enforces contributions from persons 
and property, that it may be enabled to enforce its laws and 
perform its manifold functions for the welfare of society, and 
the citizen pays from his property the taxes demanded, for the 
support of the government which secures to him the enjoyment 
of life, liberty and property. I belong to that minority school 
which believes that taxes, direct or indirect, exacted for any 
other object, are indefensible. 

While the exercise of the right of taxation is a sovereign right, 
the power is not arbitrary, — it rests upon fixed principles of 
justice and equality, — the true purpose being that a common 
burden should be sustained by common contributions, regu- 
lated by fixed general rules and apportioned according to some 
imiform ratio of quality. 

The duties of government have been enlarged and extended 
with every advanced step of civilization, until to-day gov- 
ernments concern themselves with subjects and regulations 
never dreamed of by ancient sovereignties or by earlier framers 
of written constitutions, and the consequent need of larger 
revenues to support States, enforce their laws, extend their 
benefactions and secure to citizens the enjoyment of their pro- 
tection and benefits, has demanded new and ever increasing 
exactions. 
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The citizen demands much, and govemmenti with each pass- 
ing era, is growing more and more paternalistic, because the 
people want it so. 

In the State of Georgia we spend approximately one-half 
of our entire State revenue in public education; one-fifth more 
in pensions to those and their dependants who, nearly a half 
century ago, rendered service in war, to their State; we care for 
the mentally afflicted; we educate the deaf, the dumb and the 
blind; we build and support State sanatoriums for those afflicted 
with tuberculosis, and through our State Board of Health and 
its laboratories manufacture and supply gratis antitoxins for 
diphtheria and hydrophobia and vaccine virus for smallpox; 
we inspect and guard orchards and crops against insects and 
diseases; we keep watch over horses, sheep, hogs and the 
cattle upon a thousand hills, pick "ticks '^from their hides, and 
in the name of the people kill or cure; we analyze potable 
waters in the interest of health, and measure water powers and 
survey their sheds in the interest of industrial development; 
we study soils and rocks, clays and minerals, and freely supply 
acquired information as to their location and values to promoter 
and investor; we inspect and analyze the fertilizers sold to our 
farmers, as well as the food stuffs offered for man and beast; 
we regulate, restrict or prohibit, as we deem wise, the sale of 
fluids that unduly cheer or intoxicate; we inspect the physical 
condition and operation of public service facilities and regulate 
the charges exacted of the public; all of these subjects and more, 
the State concerns itself with, besides administering justice 
through her courts and preserving the peace with her militia. 

The money to carry on such a beneficent and far-reaching 
government must come from the people who ordained it, and 
is raised by taxation. 

It is not my purpose to discuss generally theories or practical 
systems of taxation; an examination of the proceedings of this 
Association in its previous annual sessions shows that such 
discussion has been exhaustive and by the ablest experts on this 
continent. There is little that can be added by any one, and 
absolutely nothing by me. 

Nor could I be expected, in the time at my command, to dis- 
cuss the individual systems of each of the Southern States, 
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even if there was much to distinguish them from each other or 
from systems in force in other sections of the country. 

I can only generalize, therefore, and shall do so, more par- 
ticularly taldng my own State as a fair type. 

The South is often spoken of by our brethren north of Mason 
and Dixon's line as the "Solid South," whereas we down there 
have sometimes conceived the idea of a "Solid North." 

The people of the Southern States are more homogeneous 
than those of any other section of this country; they are all 
of practically the same stock and ancestry; there has been 
comparatively little immigration to our section; our environ- 
ments are alike, our conditions similar in all respects and all 
our interests so nearly harmonious that it is not surprising 
that our governmental theories as well as our practical policies 
should follow common lines. 

Without much omission of important details, it is no diffi- 
cult matter to discuss taxation in the Southern States from a 
study of the general features of any one of them. 

The predominant interest of the Southern States (meaning 
by this term the old secession States) at this time is still agri- 
cultural, and it has been only during the past twenty-five 
or thirty years that our pursuits and material interests have 
been growing diversified. 

The general property tax is used in all of the Southern 
States, and supplies more of revenue than any other one source, 
varying from 60 to 88 per cent in the different States, or averag- 
ing for all somewhat over 70 per cent of the total State revenues. 
This source is universally divided into two classes, real and 
personal. 

As personalty is largely invisible and easily concealed, 
realty has become the chief reliance of the tax gatherer, and to 
this form of property he always confidently turns. 

As these States are still sparsely settled, and have com- 
paratively few large cities or manufacturing centers, land and 
its improvements constitute the chief item of our general 
property holdings, and bear the heavier portion of the burden 
of taxation on general property. 

The general property tax throughout the South is uni- 
versally levied according to valuation. 
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A remarkable illustration of the conservatism of our people 
is shown in the fact that since Georgia as a colony passed her 
first general tax Act in 1755, a century and a half ago, she has 
practically varied her system of general taxation in only one 
important feature, to wit, in changing specific taxes on general 
property to ad valorem assessment, this change being made 
only fifty-seven years ago. 

The first tax Act of the colony, assented to February 21, 
1755, and the first tax Act of the State, approved in 1783, 
provided for raising revenue mainly from the imposition \)f 
specific taxes on lands. 

The Act of 1783 provided for a tax of 25 cents on every town 
lot; 25 cents on every negro, mulatto or other slave; $1 on 
every free negro, mulatto or mustizo, and $1 on every male 
inhabitant, 21 years of age, who did not follow some profession 
or mechanical pursuit or who did not cultivate or cause to be 
cultivated five acres of land. 

The machinery of this Act provided for voluntary returns, 
under oath, with assessment and double taxation in the event 
of failure to return. 

In the next tax Act, passed in 1785, the State divided lands 
into classes, such as tide swamp lands, inland swamp lands, 
pine, oak, hickory, etc., fixing an arbitrary valuation per acre 
for each class, and assessing a rate for each 100 poimds' value 
accordingly. In 1804 the State passed it« first comprehensive 
tax law, still keeping the specific land tax as its chief feature, 
and assessing lands according to their physical characteristics, 
from one mill to three cents per acre. The ad valorem feature 
was applied only to town lots, stocks in trade, tools, etc. Specific 
taxes were levied upon vehicles, as $1 for each four-wheeled 
carriage, and 50 cents on two-wheeled carriages. 

For the first time, lawyers and doctors, as revenue sources, 
attracted attention, and an annual professional tax of $4 
was assessed against each of these. 

This Act continued the system of voluntary returns and 
created tax receivers and tax collectors. The Act of 1804 
became the model and basis of all our tax legislation in Georgia. 

Notwithstanding this Act was so lacking in uniformity, 
providing specific taxes for lands and ad valorem for town 
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lots, the system was continued without important change 
until 1852, when the first general ad valorem tax Act was 



It is a remarkable fact, as I have before said, illustrating 
the wonderful conservatism of our people, that this Act of 
1804, at the end of more than a century, furnishes the methods, 
books, returns, oflScers and framework of our present Georgia 
machinery for levying and collecting revenue. 

This Act was passed under our State constitution of 1798, 
and illustrates in another way the conservatism of our fore- 
fathers in the exercise of political powers and their exactions 
of the people. The words tax or taxation are not found in 
the constitution of 1798, and as to that subject the General 
Assembly was then almost as untrammeled as the English 
Parliament, could legislate at will as to rate, locality, method, 
subject and object of taxation, and yet the legislatures of 
the State for a half century made few and modest exactions 
of the people. 

- The Act of 1852, for the first time in the history of the 
State, fixed all general property taxation on an od valorem 
basis. 

It also extended the reach of the poll tax, making it ap- 
plicable to all free citizens between 18 and 50 years of age. 
This tax, still continued under the constitution of 1877, is 
required to be used exclusively for the support of the common 
school system of the State. 

The general system thus established in Georgia in 1804, 
mainly depending on a general property tax, the poll tax, and 
specific taxes on professions, continues substantially in force 
to-day, with generally similar sjrstems in all the Southern 
States. 

In Georgia and throughout the other Southern States, 
license or occupation taxes have been from time to time added, 
until now they include nearly every business and profession, 
and constitute no inconsiderable proportion of our State 
revenues. 

The distinguishing feature of oiu* Georgia system, as also 
the other Southern States, with an exception or two, is that 
of voluntary returns. Our tax receivers, who are elected 
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and therefore never expected to be sticklers for returns at fair 
market values under oath as the law requires, can and once 
and a while do decline, under Grand Jury directions, to accept 
a return, but in such cases have no resort except to arbitra- 
tion, the Receivers electing one arbitrator, the taxpayer the 
second, and these two an lunpire, if they fail to agree. Both 
arbitrators and umpire are selected from taxpayers of the 
vicinity, returning their property as a rule like the contesting 
taxpayer, and the result in most cases is that the Receiver 
loses out, but loses no official sleep over the result of the arbi- 
tration. 

There is no distinction between individual and corporate 
property returns, all being voluntary, except that all public 
utility corporations make their returns to the comptroller- 
general, who is the general supervising tax officer and auditor 
of the State. If he is dissatisfied with a return, the same pro- 
cess or arbitration as in case of individual taxpayers is gone 
through with, except that the comptroller-general is required 
by law to select as the State's arbitrator one of the State Rail- 
road (Commissioners. 

The assessment made by the arbitrators, or the umpire 
alone, if neither agrees with him, is final on all parties. As a 
result in most cases of State corporate arbitrations, there is 
much maneuvering in the choice of an lunpire, each side try- 
ing to get one whose environments or antecedents probably 
indicate liberal or illiberal views, according to the standpoint 
from which his qualifications are scanned. 

Under Georgia laws all property is required to be returned 
at its fair market value. 

Taking the latest estimated true values of all pn^>erty in 
Georgia, made by the National Census Bureau in 1904, im- 
proved real estate constitutes 48 per cent of all the property 
in the State and pays 51 per cent of all the taxes. All property 
in the State was returned for that year at 44 per cent of its 
estimated true value. 

Real estate and improvements were returned at 49 per cent, 
live stock and farm implements at 69 per cent, railroad property 
at 40 per cent, and street railroad, electric light and gas com- 
panies and shipping at 21 per cent of their estimated true 
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values. The Census Bureau gives no separate estimate as to 
the true value of money, notes, accounts, solvent debts, etc., 
but it is exceedingly doubtful if this class of personal property 
is returned at over 30 per cent of its value. 

During the past three years we have had considerable dis- 
cussion in Georgia as to the proportion of tax burdens which 
should be borne by corporate property, and as a result of this 
agitation and the fearless and persistent, but reasonable de- 
mands of our comptroller-general, I feel sure that public 
service corporations are now bearing nearer their fair propor- 
tion of taxation than ever before. 

In fact, I believe, after considerable investigation, that rail- 
road property is now returned at approximately 50 per cent of 
its true value, or about the same as improved real estate. 

Electric Ught and power companies, gas companies, street 
railroads, telephone, telegraph and express companies continue 
to retiun their properties at grossly inadequate valuations. 

Prior to 1874 there was practically no taxation of railroad 
property in Georgia. In 1874, for the first time in the his- 
tory of the State, an ad valorem tax law was enacted. There 
were then and are yet, however, several important railroads 
having charter exemptions from all taxation, except one half 
of one per cent on their net incomes. 

Not until 1889 was there a law authorizing county taxation, 
and not until 1902 was there any law under which their im- 
mense franchise properties could be reached by any taxing 
authority. 

Just here I may be pardoned for digressing long enough to 
notice an article in the NaUonal Magazine for August by Gar- 
nault Agassiz, entitled "Glorious Old Georgia." 

From this article I quote as follows: 

- "Unfortunately for the State as well as for the investor, the 
Geoi^a raihoad companies have not been given a square deal 
in the last few years. Take the matter of taxation, for instance. 
The total net earnings of all the railroads in the State de- 
creased over a million and a half dollars in 1907, and yet in 
the same year the physical values of those raihoads for taxa- 
tion purposes, which in 1902, when the franchise Act was 
introduced, were placed at 56 million dollars, were increased 
from 90 to 123 millions. 
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The first assessment of the Atlantic Coast line under the 
same Act was fixed at $3500 a mile. By 1905 this assessment 
had been increased to $5000, and two years later to $15,000, 
which means that the taxation of this one road alone was more 
than quintupled in five years. . . . 

Heavily taxed, burdened by many unnecessary regulations, 
and confronted everjrwhere with the spirit of antagonism to 
corporate enterprise which in the last few years has become 
so marked, the Georgia railroads cannot be expected to do 
very much in the way of future investment and extension. 
If Georgia is to be the State she can be, she will have to be 
more tolerant in dealing with her great corporations. . . . 

When Georgians are willing to deal intelligently with the 
great public utility corporations, when they are willing to en- 
courage capital and immigration, then and then only will be 
possible the greater Georgia that has been the dream of three 
centuries." 

Had this writer tried to do so, it would have been difficult 
to have given the reader a more unf air'or inaccurate statement 
of Georgia's treatment of her railroad interests. The facts 
hardly sustain a single statement upon which he bases his 
indictment of unfair dealing by the State. 

I have already stated that prior to 1874 Georgia levied no 
ad valorem taxes on railroad property for any purpose; that 
not until 1889 were the counties authorized to levy any, and 
that not until 1903 were their franchise properties taxed by 
any authority, and there is in Georgia to-day over 25 million 
dollars' worth of railroad property entirely exempt from ad 
valorem taxation under old charters. The tax valuations of 
railroad property are arrived at by capitalizing net earnings at 
6 per cent, whereas all other property, much of which is idle 
land and other non-income-producing property, is taxed irre- 
spective of lack of income from it or expense in holding it. 

The total net earnings of railroads in Georgia for the fiscal 
year ending June 30, 1907, decreased $1,600,000 as compared 
with 1906, but their gross earnings showed an increase of 
$3,600,000, while operating expenses were increased over 1906 
more than five millions of dollars, the percentage of operating 
expenses to gross receipts being increased to 78.69, or about 
8 per cent over the average normal percentage. Net earnings 
mean nothing unless the bookkeeping is vouched for. 
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The total tax values of railroads in Georgia in 1902, the 
year in which the franchise tax Act was passed, on which taxes 
to the State were paid, was $55,212,000. The tax rate was 
5.30 mills. 

In 1903, under the first year of franchise taxation, the aggre- 
gate of railroad property taxed was $61,900,000 on 6000 miles 
of track. 

The Atlantic Coast Line franchise, specifically mentioned 
by Mr. Agassiz, was taxed on $3400 per mile. 

In 1902 this road executed a general mortgage on all its 
properties on a valuation of $20,000 per mile, including fran- 
chises. 

Deducting from this valuation its sworn valuation on tan- 
gible property for that year, it left a franchise valuation of over 
$8000 per mile. The total valuation of raih*oad property in 
Georgia, on which taxes were paid in 1907, aggregated 
$91,655,000 on 6800 miles of track, in which was included 
for franchises $15,670,000. The rate was 5 mills. The fran- 
chise of the Atlantic Coast Line was taxed on a valuation of 
$5190 per mile. 

The writer of this article is grossly in error when he states 
that railroad property was increased for purposes of 
taxation from 90 to 123 millions in 1907, — he has erroneously 
taken from the comptroller-general's report the grand aggre- 
gate of all corporations returning to the comptroller-general, 
and states these valuations are for railroads alone, whereas 
they include every public utility corporation in the]State, such 
as street railroads, electric light and power companies, gas 
and water companies, telephone, telegraph, express, sleeping- 
car, dining and chair car companies, sail and steamship com- 
panies, etc. 

He also fails to note an increase from 6000 to 6800 miles, 
with increased and vastly improved equipment, with approxi- 
mately one-fifth of the entire increase in values covered by 
additional and enlarged terminal facilities, yards, warehouses, 
new passenger and freight depots in Atlanta alone, and a re- 
duction in the tax rate because of increased valuations of all 
kinds, from 5.30 to 5 mills. 

The mere fact, however, that taxable values of railroad 
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property were increased from 55 million dollars in 1902 to 
91 million in 1907, does not necessarily imply that the latter 
is an imreasonable assessment. Had Mr. Agassiz wished a 
really striking comparison, he should have compared nothing 
for 1874, when the railroads paid no ad valorem taxes, with 91 
millions in 1907. 

In 1902 the street railroads in Georgia were taxed on only 
$3,900,000 of property, when on this same property they had 
mortgage bonds at that date for $19,700,000. The entire tax 
valuation of aU the street railroads in the State in 1908 is only 
$12,700,000, whilst one corporation in the capital city of the 
State has outstanding mortgage bonds alone exceeding the 
aggregate returns of all these companies, including its own. 

The total taxes, including State, county, municipal and dis- 
trict taxes, paid per mile on railroad property in Geor^a, in 
1907,^was $166, which, if burdensome, as Mr. Agassiz states, 
is certainly not as much so as $218 per mile ptdd in Alabama, 
$224 m Arkansas, $176 m Florida, $218 in Louisiana, $376 in 
\^rginia, $214 in Mississippi, $177 in North Carolina, $176 in 
South Carolina, $267 in Tennessee, and very much larger sums 
in the Northern, Eastern and Western States, or the average 
of $367 per mile for the United States. 

There are only iBve States and Territories in the Union, 
to wit: South Dakota, $101; New Mexico, $139; Wyoming, 
$141; Arizona, $142; and Texas, $153, which collect less taxes 
per mile than does Geoi^a. 

According to the latest available figures from the Census 
Bureau, the percentage of assessed valuation of railroad prop- 
erty to its commercial value, in different States, was as follows 
Alabama 36; Arkansas, 28; Florida, 27; Louisiana, 29 
Mississippi, 28; North Carolina, 6H; South Carolina, 39 
Tennessee, 46J; Texas, 40; Virginia, 38; Indiana, 44; Illinois^ 
63^; Kentucky, 50; Michigan, 71; Wisconsin, 76^^; New 
Jersey, 69^; Rhode Island, 61^; Vermont, 73; Connecticut, 
114; Georgia, 40 A. 

As further demonstrating the fact that the State of Georgia 
does not unfairly burden corporate properties and has not 
been intolerant in her dealings, but on the contrary has per- 
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mitted her individual property holdings to voluntarily assume 
a disproportionate share of the econonncal burdens of govern- 
ment, I submit the following figures gathered after a most 
painstaking analysis and study of our sources of State revenue. 
These figures deal alone with the State revenues and do not 
consider the municipal and county revenues, which, however, 
are levied on the same basis. 

The gross State taxes paid in 1908 by the express companies 
doing business in Georgia was approxunately .68 of j^one per 
cent of their gross revenue; by the telephone companies, .82 
of one per cent; by the telegraph companies, .83 per cent; 
by street railroad companies, 1.06 per cent; by railroad cor- 
porations, 1.19 per cent; by fire and life insurance companies, 
1.26 per cent, and by incorporated banks, l|per cent, whereas 
taxes paid by the agricultural interests of the State, including 
their jrro rata of poll, road and fertilizer inspection taxes 
(none of which are paid by corporations), amounted to 1.55 
per cent of the gross farm value of all the crops grown in the 
State for 1908. 

It should be remembered that individual citizens of the State 
carry other burdens, such as jury and militia duty, which are 
taxes borne by no corporation. 

The statement by Mr. Agassiz that the railroads of Georgia 
are " heavily taxed, burdened by many imnecessary regulations, 
and confronted everywhere with the spirit of antagonism to 
corporate enterprise,'' is not borne out by the facts and should 
not have been circulated all over the country. Our State tax 
sins are many, but they are sins of omission and against the 
State. 

It must be readily admitted by any student of tax problems 
that with a constitutional limit of 5 mills as to rate, with a S3rs- 
tem of absolutely voluntary returns, and absolutely no power 
of assessment in the State, but only an appeal to arbitration, 
in which the taxpayer has an equal voice and choice with the 
State, unreasonable taxation is out of the question; the evil 
and the only evil that can follow, in so far as the taxpayer is 
concerned, is inequality as compared with some other taxpayers' 
burden, which result is liable to follow, and does follow so long 
as for every difference there is a separate board of arbitration. 
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I trust I may be pardoned for this digression in answering a 
widely circulated article which positively misstates facts and 
libels my State. 

The simple truth is, taxation is nowhere in the South bur- 
densome or unreasonably high. The average per capita levy 
of all taxes in the United States is $9.22. The average rate is 
$2.05 per $100. 

The average per capita in the Southern States is $3.56. The 
average rate is $1.88 per $100, or by States as follows: 



Geoi^a . . . 
North Carolina 
South Carolina 
Florida . . 
Virginia . . 
Tennessee . 
Alabama . . 



Louisiana 
Arkansas. 
Texas. . 



$3.58 per 
$2.04 per 
$2.73 per 
$4.79 per 
$3.64 per 
$3.68 per 
$2.59 per 
$2.61 per 
$5.91 per 
$3.30 per 
$4.26 per 



capita and 
capita and 
capita and 
capita and 
capita and 
capita and 
capita and 
capita and 
capita *and 
capita and 
capita and 



$1.76 
$1.15 
$1.91 
$2.60 
$1.37 
$1.88 
$1.65 
$1.73 
$2.69 
$1.98 
$1.34 



per $100. 
per $100. 
per $100. 
per $100. 
per $100. 
per $100. 
per $100. 
per $100. 
per $100. 
per $100. 
per $100. 



These figures include the poll tax, levied in 8 out of the 11 
States treated as Southern States in this paper, and limited 
in each as follows: Alabama, $1.50; Georgia, North Carolina, 
South Carolina, Texas, Virginia and Tennessee, $1, and Mis- 
sissippi, $2; Arkansas, Florida and Louisiana have no poll tax. 

The poll tax collected by all the Southern States except three 
will doubtless always be a f eatiu'e of Southern State tax systems, 
as under it the mass of negroes who have no property can be 
reached, and its prepayment is also becoming a useful franchise 
qualification. 

Four States of the South have constitutional tax limitations, 
to wit: Alabama, 6| mills; Arkansas, 10; Georgia, 5; and 
Louisiana, 6 mills. 

A tax of one per cent on gross premimns of all insurance com- 
panies is levied in Georgia, besides a small license tax on each 
company and each agency writing insurance. 

The only distinctive corporation tax levied in Geor^a is a 
graded occupation tax, levied alike on home and foreign cor- 
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porationSy beginning with $5 on corporations with $25,000 or 
less capital stock, and graded up to the maximum of $100 on 
corporations with a capital stock of $1,000,000 and upwards. 
Of course all corporations return their property holdings in the 
State for ad valorem taxation in the same manner as individuals. 

The capital stock of corporations is not taxed to the holders, 
where the corporation returns its assets. The stock of foreign 
corporations owned by citizens of Georgia is taxed when located, 
but possiblynot 10 percent of such is ever returned by the holder 
or heard of by the tax receiver. 

License taxes are universal throughout the Southern States, 
and constitute no inconsiderable item of all our State revenue. 
Practically every profession and many businesses pay these 
taxes. 

There is no rule or system in Georgia according to which 
they are levied, the General Assembly simply specifying in the 
biennial tax Acts such license taxes for named businesses as 
strike the fancy of a majority of the legislature. None are 
ever levied upon the generally recognized standard business 
pursuits, such as general merchandising, manufacturing, trad- 
ing, etc.; but are applied to all professions, on the theory 
that little capital is invested in them, and on such businesses as 
manufacturers and dispensers of soft drinks and beverages, 
dealers in pistols, bicycles, automobiles, cigarettes, and sewing 
machines, pawnbrokers, peddlers, amusements and amuse- 
ment parks, shows, billiard and pool tables and scores of such 
like business ventures. 

These license taxes are generally moderate, and except as 
to a few, levied solely ^.for revenue. Since State prohibition 
went into effect, the cities of the State are dotted with saloons 
seUing imitations of beers, it is claimed. These are highly 
taxed, and the revenue from licenses of this character approxi- 
mates $200,000 per annum. 

The inheritance tax has not been extensively used in the 
Southern States, but is growing in favor and is now in use in 
some form in six out of the eleven Southern States, the revenue 
from it being inconsiderable except in Louisiana, where the 
receipts in 1908 from 2 per cent on lineal and 5 per cent on col- 
lateral inheritances aggregated $146,000, and in Tennessee where 
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a 5 per cent tax on collateral inheritances yielded $68,000 in 
1908. Arkansas taxes collateral inheritances 5 per cent; North 
Carolina has an inheritance tax of three-fourths of one per cent 
on lineal and li to 15 per cent on collateral; Texas, 2 to 12 
per cent on collateral, and Virginia 5 per cent on collateral. 
Alabama, Florida, Georgia, Mississippi and South Carolina 
have no form at all of inheritance taxation. 

The General Assembly of Georgia at its annual session last 
month Jevied one wholly new tax, to wit: an annual tax of 
$1 per head on dogs. Since 1877 there has been in our State 
constitution authority for a tax on domestic animals, but prior 
to this, no General Assembly has ever had the hardihood to 
vote a tax on the so-called poor man's friend. What effect the 
enactment of this tax will have on the political futures of its 
sponsors, or what revenue it will produce, cannot now be pre- 
dicted or estimated. There are dogs and dogs and then some 
more in Georgia, and some optimistic sheep owners and violent 
dog haters seem to believe that if every 'possum and coon hound 
owned by the negroes, every setter and pointed pup kenneled 
by the sportsmen, and every shaggy cur and cross-eyed fice 
claimed by the boys of the State, could be made good for a 
dollar, that { million dollars might be poured into the treasury. 
There are others, however, who very much doubt if the tax 
receivers on their spring rounds, with a weather eye on the 
elections to be held in the fall, are going to see many dogs that 
don't actually bite them. 

The dog tax may be a feature of some other Southern State 
83rstem, but I am inclined to think that Georgia is the pioneer 
State in this experiment. 

The Southern States, as a rule, have few exemptions from 
taxation. In Georgia only the property of chiurches and edu* 
cational institutions not conducted for individual or private 
gain and actually used for such purposes, cemeteries, public 
libraries and art works and public property, are exempted. 

The specific governmental purposes for which taxes can be 
levied by the State, by counties and municipalities are named 
in our Constitution and the rates limited. State aid, since the 
reconstruction period, or taxation therefor, to railroads, canalSi 
and such enterprises is forbidden. 
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Practically all of the Southern States emerged from the re- 
construction period with enormous State debts, and the burden 
of discharging such of these obligations as the States received 
any benefits from, and the annual interest charges thereon, has 
for a third of a century and more fallen heavily on our people, 
in some States necessitating high levies and in all constituting 
such a drain on our State revenues as to seriously restrict our 
efforts for public education and State development. 

In the time at my command for the preparation of this^ paper, 
I have not been able to ^ve more than a superficial examination 
to the general subject of taxation in the Southern States, but 
such as I have.made has satisfied me that what I know to be true 
of my own State is in a general way true of all of these States, 
to wit: that we have no real, logical system. 

We need in Georgia, not what our legislators so often de- 
claim about — reform — we need re-creation. 

First of all, we need to repeal our constitutional requirements 
that all property subject to be taxed shaU be taxed ad valorem. 
Until this is done, it is impossible to fairly or ratably tax cor- 
porate property, and under the State constitutions of Alabama, 
Florida, Georgia, Louisiana, Mississippi, Tennessee, and Texas 
corporate property must be taxed ad valorem, as is individual 
property. 

- Second. The subjects of State and local taxation should be 
s^regated. In its new Ck>nstitution Virginia has a provision 
for segregation by legislative Act after 1912. In my opinion, 
the right to tax public service corporations, insurance, and in- 
heritances, and to demand occupation taxes from all domestic 
and foreign corporations doing business in the State should be 
reserved to the State, with a fair proportion of the revenue 
secured from public utility corporations, to be allotted by the 
State, paid over to the counties and mimicipalities, from which 
they have secured franchises for the occupation or use of public 
highways, streets, bridges, etc. All professions depending on 
State licenses, such as the law, medicine, pharmacy, dentistry, 
etc., should pay professional taxes to the State. 

Liquor licenses should be fixed, regulated and collected ex- 
clusively by the State, and the revenue therefrom equitably 
divided by the State with the counties and municipalities in 
which located. 



Digitized by 



Google 



68 STATE AND LOCAL TAXATION 

The subjects for exclusive local taxation should embrace real 
estate and its improvements, separately valued, by one local 
board for both county and municipal taxation; all business 
licenses and others imposed pursuant to police power, except 
on liquor dealers, banks and trust companies and personal 
property of every kind. 

Third. There is imperative necessity for a change in our 
assessment or listing procedure, or rather, absolute assessment 
by State and local boards, respectively, must be provided in 
lieu of voluntary returns and arbitration or partial assessments. 

Inequality is the great evil in taxation. Excessive or un- 
reasonably high taxation is rare. The citizen always has the 
remedy for this wrong in his own hands; he changes his officials 
and turns out State l^islators who really burden him with 
extravagant expenditures and exorbitant exactions. 

But he is helpless in the face of mere inequalities. They 
flow from defects in the law, as well as from mal-administration 
or lack of administration. 

In my own State there have been frequent efforts to secure 
the passage of assessment laws, but a people who for 150 years 
have been accustomed to fixing their individual tax valuations 
are slow to make so radical a departure. 

We have tried in Georgia equalizing boards, only to have 
them wiped out of existence by a practically unanimous vote 
with the next meeting of the l^islature. 
- The average citizen does not willingly pay taxes, and many a 
man, honest to the core in every transaction with his fellow- 
man, is at heart and in practice a tax dodger. It is a curious 
anomaly that a citizen will perjure himself to keep from paying 
ten dollars to his State for the protection of his life, liberty and 
property, and yet unhesitatingly and with cheerful heroism 
tender to his State or country in war, for the asking, the very 
things for the security of which, in peace, he was unwilling to 
pay a dollar. 

In our efforts in Georgia to reach imretumed property, we 
have multiplied questions as to every specific item of property, 
to be answered under oath by the property owner, but prac- 
tically without results. 

These inquiries, presumably propounded by elective officials, 
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are merely pro forma and perfunctory. The oath is never 
actually administered. Publicity is a great corrective for many 
evils, and my opinion is that if all the returns were annually 
published in local newspapers, better results would follow in the 
way of fairer values and fuller returns than by our cumber- 
some list of interrogatories. 

As bad and inadequate as is our Georgia system, the patch- 
work creation of a century and a half, during which economic 
conditions have been revolutionized — not evolved — is made 
worse by its manner of administration. 

I doubt not but that it is true throughout the South, with its 
preponderant rural population, as it is in Georgia, that our 
tax receivers and collectors, in a majority of the coimties, 
are elected not because of their fitness for or ability to administer 
tax laws, but because of their individual needs, personal popu- 
larity or military service during the war. 

In niunerous instances I have known men in rural counties 
to be elected to these responsible oflSces solely because they 
were physical cripples and unable to perform manual labor. I 
have known tax officers in Georgia who were incapable of writ- 
ing up their books or making the calculations required, and 
would regularly share the emoliunents of their offices with some 
who could write and cipher, in consideration of their help. 
- We have in Georgia absolutely no pretense at equalization, 
either State or coimty. On the contrary, our laws allowing a 
separate board of arbitration over every individual contested 
return necessarily mean inequalities and lack of imiformity 
in valuations. 

The only three Southern States which, so far as I know, 
have State equalization laws, are North Carolina, South Caro- 
lina and Tennessee. Arkansas, Mississippi, Tennessee, Texas, 
North Carolina, South Carolina and Florida have laws for 
county equalization. 

Alabama has a back tax official whose duty it is to "ferret 
out" imreturned property, and under this law, I have seen it 
stated, good results have been obtained. 

In my own State, in Fulton County, within sight of the Capitol, 
I have heard of valuable property which was unretumed and 
untaxed, while in one ownership for nearly a quarter of a cen- 
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tury, and this fact was only discovered and reported by an 
attorney who was examining the title after a sale. 

If the mass of honest taxpayers could ever be brought to a 
realization of the fact that the tax dodger and undervaluer 
actually defrauds them, and not the State, by forcing them to 
carry his burdens, and that efficient and fair assessment laws 
would not only secure equality of burden, but a reduction in 
rates, there would be no difficulty in placing such laws on our 
statute books. 

The great corporate interests of the States, the owners of vast 
personalty estates, are largely responsible for the perpetuation 
of imperfect tax systems and failures to amend them. 

As a member of the Geoi^a legislature, I have had consider- 
able service on the Ways and Means Committee. I have spent 
days with the Committees in considering tax measures reaching 
homes and farms and mules and sewing machines, and not a 
person ever appeared to protest against their enactment. But 
with the very introduction of a measure to tax corporate fran- 
chises or to increase liquor licenses, or to provide some surer 
method of reaching notes, accounts, moneys, mortgages or even 
automobiles, the Conmiittees were besieged by attorneys with 
learned briefs, and overwhelmed with protesting telegrams from 
influential constituents. 

Such associations as this and such international conferences 
as your association holds are educational, and from them must 
come great good, in the suggestion and perfection of tax S3rs- 
tems adapted to the economic conditions of to-day. 

Possibly this is now the field to which your study and atten- 
tion should be directed. 

But with the fruition of these labors, the real work is only 
begun. The task, then, is to awaken public opinion, that poli- 
ticians and lepslators — for these are distinct classes — may 
permit and enact such laws as will secure for society, as repre- 
sented by government, that voliune of revenue necessary to 
enforce its laws and extend its benefactions, and in such pro- 
portions from its citizens as justice and equality demand. 
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OBSTRUCTIONS IN STATE CONSTITUTIONS TO 
IMPROVEMENTS IN TAX LAWS 

By William A. Robinson 
Member Special Tax Commission of Kentucky, Louisville, Ky. 

Thb marvelous progress and developments in the past cen- 
tury, especially in the latter years, and particularly in North 
America, have required and require now[the adoption of modem 
methods, involving entire reshaping of public policy in certain 
directions. 

Statesmanship of the highest order is needed to grasp the 
present and work out wisely the course for the near future, 
with an "open door" for fast-expanding progress. 

To obtain revenue for governmental expenses, adequately, 
fairly and equitably, is the primary step for good government. 

As with affairs of national character, so with State and local; 
there must of necessity be a broad, far-sighted, conservative 
poUcy, in line with, and abreast of, widespread advancement. 
Failure to apprehend or neglect to act, by any territorial sub- 
division, obviously must be followed by loss to that State, 
province, or city of a share in the great opportunities, now 
before this continent, of superb natural endowments. 

The undreamed-of forward strides in material affairs in all 
directions have rendered necessary the use of vast capital, 
raised by both private effort and governmental financing. 
These all have created new classes of properties, activities and 
employments, of untold value to the public and to the working 
classes, and also to the judicious citizen investing the results 
of his thrift in the common funds which are utilized in co- 
operative enterprises. 

Thus, where formerly there were mainly real estate and 
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tangible, visible property, we have created new and increasing 
interests and properties. There are now, as never before, 
invisible, intangible personal properties of immense volume, 
absolutely unknown to, and undiscoverable by revenue officers, 
or by others than the owner, and unthought of when the 
General Property Tax system was devised. These yield varying 
percentage of income, and often none, and not infrequently 
involve loss of principal. 

- These changes mark clearly the need of a new basis for 
raising revenue which will not restrain development and which 
will not obstruct the increase of those property values which, 
on the one hand, would share and divide the burden, and on 
the other, promote prosperity and general welfare. 

Revenue 

It is apparent that increased revenue is needed to meet 
the requirements of greater development and the widening 
legitimate demands upon good government, State and local; 
for public institutions, penal, educational and charitable; and 
public improvements for transportation, health and conven- 
iences of the highest modem civilization. 

"Old things are passed away — all things are become new." 

Present Systems 

The "General Property Tax," or so-called "Uniform Ad 
Valorem System," i.e. annual taxation at same rate, at cash 
value, upon a given date, of all kinds of properties or subjects 
of taxation, was adopted at a time when taxables consisted 
almost entirely of lands and improvements, live stock and other 
tangible personal property (all visible to, and open to the 
inspection of assessors and revenue officers). Under such 
conditions, such a system was practicable and workable. 

But conditions began to change, and more than one himdred 
years ago older countries abandoned a system obviously in- 
effective, and which more and more was throwing the whole 
burden of increased revenue upon real estates and tangible^ 
discoverable property. Modem classes of property, as in- 
tangibles, escaped wholly or in large part everywhere. The 
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system has been absolutely discarded in the greater nations 
of the world, Holland and Switzerland being the only govern- 
ments in Europe now retaining it. 

I have no data as to the usual methods of raising revenue in 
the Canadian Provinces, but in the States of this Union the 
General Property Tax most in use is denounced now by econo- 
mists and experts as a dismal failure in producing revenue, 
obstructive of progress and unjust and inequitable as between 
various classes of citizens and properties. 

I find by careful investigation — 

(a) That three States of the United States have never placed 
onerous constitutional restrictions upon legislative power to 
impose taxes, viz. Connecticut, New York and Rhode Island. 
(The District of Colimibia is provided with liberal revenue 
laws by the National Congress.) 

(6) In four States, New Jersey, Vermont, Maryland and 
Iowa, the constitutions do not prevent "classification" of 
property. 

(c) Six States have adopted specific constitutional provisions 
authorizing "classification" and taxation uniform only upon 
the same class, viz. Pennsylvania, in 1873; Idaho, in 1889; 
Delaware, in 1897; Virginia, in 1902; Minnesota, in 1906; 
Oklahoma, m 1907. 

Several States have the right to segregate or divide certain 
subjects of taxation for State and for local (county and mu- 
nicipal) revenue. 

There are thirteen States in all which now possess freedom 
from undue restraint; an advantage over the remaining thirty- 
three hard to estimate. 

(d) These other thirty-three States in their constitutions 
provide for the "General Property Tax" systems as the main 
source of revenue. In not one do I find that it gives satis- 
factory results. Of this there is clear and abundant evidence 
known to every student of tax systems and to revenue officials. 

Palpable injustice as between individual citizens and classes 
of property, and between communities, or subdivisions con- 
tributing to the same governmental expenses, is the common 
verdict of every investigator of conditions therein, so far as 1 
can find, without exception. We find sharp and bitter litiga- 
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tion between government and its own citizens, destroying 
patriotic loyalty; evasion by sharp practices and on up to 
actual perjury, which many justify to their consciences by 
the claim of self-preservation from confiscation. 

The system is wholly theoretical. It does not produce the 
anticipated revenue and never can. And failing, the burden 
manifestly falls upon real or tangible property. We see con- 
stant revising in effort to " improve," and the more *' improved," 
the worse it is. It is vicious and demoralizing to good citizen- 
ship. I cannot smnmarize this point better than to quote 
from the admirable Report of the Tax Commission of Ohio, 
of January 10, 1908, to the governor and l^slature of that 
State. After fifteen months' careful investigation of the General 
Property Tax system under their constitution of 1861, they 
state: 

" 1st — ^It punishes the honest. 
2nd — It rewards the dishonest. 
3d — It results frequently in double taxation. 
4th — It is unjust to the owners of all other property (i.e., 
all real or tangible property). 
5th — It lowers the standard of integrity." 

The Louisiana Tax Commission, in an elaborate report of 
May 8, 1908, state that their 

''conclusions conform to those of all other Tax Commissions 
that a tax system. based on a constitutional requirement of 
. equality and uniformity is vicious and leads to the grossest in- 
equality and injustice" . . . "this in Louisiana is startling." 

In eleven years two hundred and eighty-five amendments 
to State constitutions have been adopted. A large proportion 
apply to revenue and financial provisions, and indicate the 
popular demand for change. Happily the courts are laying 
down broader and more liberal constructions in the line of an 
advanced public pohcy, and sentiment approves and applauds. 
This is affording some relief. 

The State which meets present issues by progressive amend- 
ment will go to the front. The laggard State which hesitates 
or refuses will fall back and remain as poor, in every attribute 
of greatness, as the narrow spirit which controls it. Reform 
must come. 
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Louisiaiia adopted important amendments to the con- 
stitution last November, by an overwhelming majority, as to 
taxation upon loans and mortgages. At once there followed a 
large inflow of Eastern capital. 

The Ohio legislature has adopted a resolution submitting to 
the vote of the people next November, the calling of a con- 
stitutional convention, the main purpose having been announced 
as the revision of the revenue and taxation system of the State. 
This resolution was adopted without a dissenting vote in either 
house, and has been approved by the governor. 

The State of New Hampshire has also provided for the calling 
of a constitutional convention for the purpose of revising their 
constitution, and, it is stated, largely for the purpose of bring- 
ing down to modem system their plan of taxation and raising 
revenue. 

OssTRUcrnoNS in State Constitutions 

We have endeavored briefly to discuss in connection with 
this subject : 

1. The marked changes, and difference in conditions. 

2. The increasing need of greater revenue. 

3. The present systems of taxation; the imsatisfactory, 
ineffective results and its vexatious, vicious and demoralizing 
tendency. 

These lead us to the practical important question. What 
shall be done? 

I do not find any arguments, by present-day students of the 
subject, that do not agree that the legislature should have 
wide authority to revise and amend tax laws to meet changed 
conditions; that there should be no obstructions in State 
constitutions to improvements in tax laws. The statement 
of the proposition, it seems to me, is sufficient argument in 
itself. None will deny that we want the fairest and the wisest 
tax laws, and we want improvement steadily; change as it 
becomes necessary. All obstructions thereto should be removed. 

It is admitted that no system of taxation can be devised 
which is absolutely perfect, and experience and history teach 
that a systiem at one period useful may become impracticable, 
injurious and unbearable. The power to tax carries the power 
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to destroy. It is a silent but potent factor, if wisely exercised, 
for upbuilding; if short-sighted and biased by narrowness, 
it obstructs, handicaps and undermines the common weal. 
Therefore there should be the right, the duty and the power to 
amend and to alter tax laws and systems, with the lawmaking 
arm of government. 

What shall be done? For answer, then, there must be the 
removal of "Obstructions in State Constitutions," and the 
intrusting to representatives, chosen at regular intervals by 
the people, the question of system and detail, and hold them 
responsible. Error in legislative act may be speedily corrected. 
This is a minor risk when compared with the damage from a 
permanent system, inflexible and constitutionally bound, bad 
all the time in the present, no matter how suited to the period 
when adopted. 

Are these representatives less to be trusted with control of 
methods of revenue than with appropriation of public funds, 
or, for that matter, with enactment of laws governing the tenure 
of property and protection of the liberties and lives of citizens? 
If this is conceded, then is government "of the people and by 
the people" an admitted failure! 

Authorities Quoted 

I may add interest to this paper, and strengthen the views 
advanced, by submitting the statements and opinions of eminent 
authorities. Of these there are volumes along same lines — 
too much to attempt to include here. I have thought best 
to quote more freely of those of most recent dates: 

As TO Systems op Taxation 
a. " General Property " or " Ad Valorem " 

United States Supreme Court, case of Pacific Express Com* 
pany vs, Seibert (142 U.S. 361), Mr. Justice Lamar delivering 
the opinion, said: 

"A system which imposes the same tax upon every species 
of property, irrespective of its nature, condition or class, will 
be destructive of the principle of uniformity and equality in 
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taxation and of a just adaptation of property to its burdens.'' 
Adding, 'Hhis coiui) has repeatedly laid down this doctrine." 

Supreme Court of Pennsylvania (Durack's appeal, 62 Pa. 
494). Mr. Justice Sharswood (spoken of in the report of this 
case as "certainly as strict a constructionist as ever sat on- 
this bench '0 said, referring to the question as to requiring 

"all the subjects of taxation to be assessed, and an equal rate 
laid ad valorem'' — "practically no more unequal system could 
be contrived." 

Referring to this "uniform ad valorem" system in some of 
the States of the Union, a diplomatic report to the British 
Secretary for Foreign Affairs recites: 

"Strange anomalies and singular abuses result partly from 
the viciousness of the tax laws — such objects of taxation as 
are so easily concealed or ^sposed of." 

Le Roy-Beaulieu, an eminent French writer on the "Science 
of Finances," says: 

"We have examined the 'property' tax in the United States. 
Modem taxation has seldom invented a more stupid instru- 
ment." 

In a very recent case before the Kentucky Court of Appeals, 
one of the attorneys tersely said: "We want tax reform. We 
need it badly. Our car of progress is mired in the morass of a 
bad system." (Kentucky has the "Uniform Ad Valorem" 
System.) 

Professor Charles J. Bullock of Harvard, on "the General 
Property Tax System": 

"It places the taxpayer in the position of circumventing the 
law, and does not foster habits of good citizenship; the latter 
is the cause of fearful demoralization. Here, again, official 
documents abound in testimony to the evils of the system. 
It is declared to be 'debauching to the conscience and sub- 
versive of the public morals — a school of perjury promoted 
by law'; it 'puts a premium on perjury and a penalty on in- 
tegrity'; it 'debauches the moral sense,' produces 'widespread 
demoralization' and encourages 'evasion and dishonesty.' 
This is severe, but no one familiar with the facts can doubt 
its truth. ... 
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"The chief result of these drastic methods in Ohio was to 
drive wealthy citizens out of the State. Washington, D.C., 
received some of them, and many others migrated to New York 
and other States. The city of Cleveland is estimated to have 
lost millions of capital, and the value of high-class residential 
property in Euclid Avenue and in its vicinity depreciated 40 
or 50 per cent. The immediate result of the tax-inquisitor 
system was to increase by a few millions the assessment of 
intangible property throughout the State, but that effect was 
merely temporary, and for many years past, the total assess- 
ment has either remained stationary or shown a tendency 
to decline. . . . 

"In Massachusetts all the zeal of the assessors, however, 
does not prevent the gradual transference of the burden of 
taxation from personal to real property, precisely as in other 
States." 

Professor Edwin R. A. Seligman of Columbia University 
in his work on "The General Property Tax," p. 62, says: 

"Practically the general property tax, as actually admin- 
istered to-day, is, beyond all peradventiu*e, the worst tax known 
in the civilized world. ... It puts a premium on dishonesty 
and debauches the public conscience. It reduces deception 
to a system and makes a science of knavery; it presses hardest 
on those least able to pay. It imposes double taxation on one, 
and grants entire immunity to the next. In short, the general 
property tax is so flagrantly inequitable that its retention can 
be explained only through ignorance or inertia." 

Professor Richard T. Ely, a noted authority on taxation, says: 

"The one uniform tax on all property in direct taxation never 
has worked well in any modem commimity or State in the 
civilized world, though it has been tried thousands of times, 
and although all the mental resoiu-ces of able men have been 
employed to make it work well. I have read diligently the 
literature of finance to find an example, but in vain; and lest 
this should not be sufficiently trustworthy, I have made it 
my business, in my capacity as tax commissioner, to visit 
typical stat^ and cities and to make inquiries in person of 
citizens as well as of officials trusted with the administra- 
tion of the laws. I have visited Charleston, S.C., Savannah, 
Atlanta and Augusta, Ga., Columbus, Ohio, Madison, Wis., 
and Montreal and Quebec, Canada. And the result has been 
abundantly to confirm all that I have said about the impractica- 
bility of the one imiform tax upon real and personal property." 
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From an address delivered by Judge Rufus B. Smith before 
the Bankers' Club of Cincinnati in 1904: 

"Thousands of the wealthiest men in Ohio have been driven 
out of it by its tax laws. In Cincinnati the names of a large 
nimiber will readily occur to any one familiar with its affairs. 
Can any one recall the name of a single individual of means and 
leisure who has settled here within the last twenty years?" 

Hon. E. A. Angell, member of the Ohio Tax Commission of 
1893, stated, in 1896: 

"The indirect results of the operation of this law have been 
to drive away large masses of capital from the State. It is 
estimated that at least $200,000,000 has been lost to Cleveland 
alone, and as much more to Cincinnati." 

Hon. M. H. Carver, of Louisiana Tax Commission, 1908, 
states in an excellent paper (which the commission makes 
part of its report) : 

"The United States Industrial Commission recommends that 
the States abandon the general property tax for State revenue. 

"All opinions and reports tell, with variation only of detail 
and verbiage, the same sickening story — the impossibility 
of fairly reaching personal property, and especially intangible 
personalty; the gross inequaUty; the discrimination in favor 
of the cimning and against the honest, especially against the 
weak and helpless; the fraud and trickery, and even perjury, 
resorted to in evasion of the law; the hindrance to industrial 
development; in short, the utter breakdown of the general 
property tax system everywhere. 

"This is not the experience of Louisiana alone; it is the imi- 
versal experience of the civilized world." 

From the Massachusetts Tax Commission's Report, 1908: 

"Since 1798, no further attempt has been made in England 
to levy a general property tax. In most of the other countries 
in Europe the result has been the same . . . now almost 
obsolete. ... 

"Modem tax systems are based upon the principle that it 
is necessary to discriminate between various classes of property 
and business, and to employ different methods and rates of 
taxation in deaUng with them." 

"As to Ohio system (general property tax), 'So that in Ohio, 
as elsewhere, an increasing proportion of the burden of taxation 
has fallen upon real estate.' 
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"A tax law is to obtain revenue, and not to annoy and 
harass the citizens; and a tax which would drive capital from 
the commonwealth is the most unwise tax that could be placed 
upon the statute book. 

"EJxperience shows that a direct tax exceeding 5 or 6 per cent 
of the taxpayers' income is regarded as a heavy burden, and that 
as a rate approaches the figure of 8 or 10 per cent it becomes 
unbearable and leads to evasion." ... "A class of property 
the assessment of which requires the cooperation and the good 
will of the taxpayer." 

The report quotes Judge Leser of the Appeal Tax Court in 
Maryland as to the plan of taxing intangible property in that 
State: " a reasonable law in no way odious, and has the support 
of all right-minded citizens" — the Massachusetts report 
adding — *'a statement which could not be made by any 
board of assessors outside the States of Pennsylvania and 
Maryland." 



6. System of Separation of Sources of State and Local Revenue 

Hon. Solomon Wolff, member of Louisiana Tax Commission 
of 1908, commends this system (which is recommended by the 
commission) : 

"The adoption of the principle does not carry with it the 
designation of the class of property or other sources of revenue 
which may be selected by the State. 

"Wherever the subject has been examined, the separation 
of sources has been adopted. It has been adopted partially 
or altogether in the States of Pennsylvania, Connecticut, New 
Jersey, New York, Wisconsin and Oregon, and it is very seriously 
discussed in some eight or ten other States. 

"The commission appointed in California to examine the 
subject has reported in its favor. The commission appointed 
by Governor Folk of Missouri reported in its favor. Governor 
Folk indorsed the recommendation, and the legislatiu-e of the 
State has adopted several acts which submit to the people 
certain changes in the constitution of the State necessary to 
put the method into practice." 

Pennsylvania is an example of a constitution permitting 
classification. The Auditor-General's report says: 
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"Revenue to the State from banks, trust companies, etc., 
$1,631,615, a gain over last year of $280,000. This is due m 
some measure to the large increase in the number of banks and 
financial institutions. Pennsylvania apparently stands above 
every other State in the Union in the number of splendidly 
managed banks and the volume of deposits and business trans- 
acted. 

"Our system of taxation works well in the production of 
revenue. Many inquiries have been received from States 
all over the Union as to our method of taxation. . . . The 
revenues of the State appear to be ample for its present needs, 
and the outlook for the future is most favorable. I deem it 
hardly necessary to suggest anything new in the way of legis- 
lation intended to produce revenue." 

Pennsylvania reports further show that under their system 
of classification each class is taxed at imiform rate; separation 
of subjects of taxation for revenue for State, county and 
mimicipality; no class taxed ad valorem more than once; that 
land and improvements are not taxed at all for State purposes, 
but are taxed alone, locally, for county and city revenue. The 
State's revenue is derived entirely from corporations, personalty, 
mercantile licenses, etc. Thus separated, the tax rates on all 
classes of property compare most favorably with rates any- 
where. For instance, the rate on intangible property is 40' 
cents on $100 valuation; a rate so fair and reasonable that 
m 1907 there was returned for taxation $1,600,000,000. The 
annual revenue is about $6,000,000. 

Ohio assessment, at exorbitant rate, was $147,900,000, and 
in other States charging "uniform rates" on all property, 
comparatively insignificant simis pay any revenue. 

The large actual revenue from personalty, etc., relieves real 
and tangible property as shown, from State taxes, and we 
find (last data at hand), farm land in Alleghany County taxed 
at 27 cents on the $100, and real estate in Pittsburg, $1.30 on the 
$100. 

c. The Classification System 

In Maryland, as an example, the constitution permitting 
classification, I take the following from reports: 
In 1896 an act was passed limiting the tax rate by counties 
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or cities, on "securities" (intangible personal property), to 
30^ on the $100; the uniform rate on all property having 
proved a farce in its results. Now note gain in actual revenue, 
at the reduced rate, because of the large increase in amount 
returned to the assessor. In the City of Baltimore alone the 
assessed value of securities taxed was 



1896 . . 


. J6,000,000 


1902 . . 


. $89,900,000 


1897 . . 


. 65,000,000 


1903 . . 


94,300,000 


1898 . . 


. 65,000,000 


1904 . . 


85,900,000 


1899 . . 


. 61,900,000 


1906 . . 


. 104,200,000 


1900 . . 


. 65,800,000 


1906 . . 


. 120,400,000 


1901 . . 


. 68,900,000 


1907 . . 


. 150,900,000 



At a rate of even $2 on $100, $6,000,000 yielded only 
$120,000; at a rate of 30/^ on $100; $150,000,000 yields 
$450,000 to City of Baltimore alone; a large increase the first 
year, it will be noted, and steadily increasing. 

I have no figures in detail as to increase in State revenue, 
for which no change in rate was made, but one writer says the 
actual net increase in State revenue has been 2500 per cent 
since 1896. And the State tax on real estate and tangible 
property has been reduced to 16 cents on $100. 

Professor Charles J. Bullock says of this Maryland experi- 
ment: 

"It will be seen that the reduced rate has yielded far more 
revenue than could ever have been collected imder the old 
confiscatory rate of taxation. But it has done far more than 
this. It has made tax dodging unfashionable, removed a 
fruitful cause of public demoralization, and stimulated honesty 
in all matters relating to taxation. The tax officials no longer 
feel that they are enforcing an unjust and odious tax, while 
' public opinion fully supports the law and frowns upon any 
attempted violation of it.' Of what other city in the Union 
could as much be asserted? 

''If the experience of all other States proves that it is im- 
possible to enforce the collection of a confiscatory tax on in- 
tangible property, the eicperience of Pennsylvania and Mary- 
land demonstrates that it is possible to collect a reasonable 
tax levied at a uniform rate [i.e., uniform on same class of 
property]. 

''Taxpayers would be given an opportunity to pay a reason- 
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able tax, and assessors would have a law which they could 
strictly enforce without perpetratmg fearful injustice upon 
helpless persons unable to evade it. From the financial point 
of view, the gains would be considerable; from the political 
and moral, they would be incalculable." 

Hon. David A. Wells, in his work on Taxation, states, 
taxation on "personalty is more productive of perjury than 



As TO Obstructions in State Constitutions 

The Kentucky Tax Commission of 1906, in its report to the 
General Assembly, states: 

"We were confronted at the beginning of our investigation 
by the stubborn facts that just and equitable taxation for 
purposes of government does not obtain under all of the pro- 
visions of our revenue laws. 

"We are free to admit that, from several points of view, not 
unreasonable themselves, advantageous changes could be made 
in our revenue laws, were it not for the restrictive character 
of our State constitution.'' 

The Hon. Morrison R. Waite, of the Cincinnati bar, in an 
address to the Ohio State Bar Association in July, 1908, says: 

"In other coimtries a general property tax by uniform rule 
has been tried, only to be abandoned. As it has been abandoned 
there, so must it be abandoned in this country. The move- 
ment in other States is well under way. Freedom to classify 
now exists in Maine, Rhode Island, Connecticut, Vermont, 
New York, Pennsylvania, New Jersey, Delaware, Maryland, 
Wisconsin, Minnesota and Idaho." [Mr. Waite might have 
added in Oklahoma, our youngest sister State.] " In Michigan, 
Missouri, Washington, CaUfomia, South Dakota and other 
States constitutional amendments are either now pending, or 
are proposed.*' 

Professor Charles J. Bullock, heretofore quoted, and a high 
authority: 

"But in many States classification is now impossible on 
account of antiquated restrictions contained in their consti- 
tutions. Judicial interpretation or explicit provisions establish 
the requirement that taxes must be levied at the same rate on 
all classes of property, so that classification is absolutely for- 
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bidden. In such States, therefore, the first task of the re- 
former must be to secure a constitutional amendment permit- 
ting the legislature to grant reasonable exemptions and to 
classify property for taxation in a reasonable manner. 

"A good beginning has been made in the work of removing 
obsolete restrictions which grew out of conditions that have 
passed away and theories that have been abandoned by most 
inteUigent men. Fourteen States now permit their legislatures 
to classify property for the purpose of taxation, and there can 
be no doubt that sooner or later the others must come to the 
same position. 

"Impetus has been given to the reform by decisions of the 
Supreme Court of the United States in various cases involving 
the reasonableness of State tax laws, of the justice and necessity 
of classification. 

"These opinions leave nothing to be desired. They voice 
the teaching of reason and experience, and should give heart to 
all who are working for the reform of State and local taxation. 
Other coimtries long ago learned this lesson, and it is time for 
the American States to profit by it." 

- The distinguished Vice-President of this7 Association for 
the United States, the Hon. Lawson Purdy, has tersely stated: 

"One of the best features any tax system can have is sus- 
ceptibility to easy modification, and one of the worst is a con- 
dition of crystallization." 

Hon. M. H. Carver, of Tax Commission of Louisiana, 1908, 
says: 

"The restrictions of our Constitution bar us from entering 
any of the avenues of reform, and that we ought, therefore, 
to amend the Constitution so as to give the lawmaker a free, 
or, at any rate, a freer hand. 

"Conditions change, and needs change with them. Here, 
as in all things else, evolution obtains. The best plans are not 
created; they grow. The need arises first, then the provision 
to meet it. Freedom to develop is the essential thing. Bind- 
ing the lawmaker rigidly, even to a good system, will, of course, 
prevent his adopting a worse one, which he is not likely to do 
anyway. It is just as sure to prevent his adopting a better one, 
and is powerless to force the one adopted to continue good in 
the face of changed conditions. 

"Besides, the generations grow in wisdom. We may, without 
undue vanity, claim more Imowledge than our ancestors, and, 
without undue humility, concede still more to our descendants. 
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We need not, therefore, trouble ourselves to anticipate the 
wants of posterity, and fasten even a good system on it. We 
may rest calmly confident that wisdom will not perish with 
us; that our descendants will discover their own needs, and 
that to the satisfaction of these they will bring whatever zeal 
and energy may be necessary, and a knowledge enriched by 
their own experience as well as ours." 

From Report of Ohio Tax Commission, 1908 : 

"The recital of conditions at the public hearings, the dis- 
coveries that followed a painstaking investigation of facts 
and statistics, the judgment of men representing all classes 
and interests whose knowledge of the subject enabled them 
to speak with authority, the experience of other States in the 
past, the progressive movements elsewhere at the present time, 
and finally a careful study of the restrictions in the Constitu- 
tion of Ohio and the decisions of the courts construing such 
restrictions, — all these considerations have compell^ the 
conclusion that no just or satisfactory tax system can be 
established in this State without removing the constitutional 
obstacles that now bar the way. 

"The general property tax has long ago served its day. 
The requirement that all property, tangible and intangible, 
should be taxed by a uniform rule answered well enough for 
a time, when nearly all property was tangible. 

"Nearly every State in the Union which followed Ohio since 
1851 in the estabhshment of the general property tax has either 
long since abandoned it or is now struggling with an effort to 
get rid of the system. No state has adopted such a plan of 
taxation in recent years. Many of the more progressive States 
have never had any specific restrictions upon the power of 
taxation, and no State which has once aboUshed the general 
property tax has ever returned to it. In several States con- 
stitutional amendments are either now pending, or are pro- 
posed, which will enable the legislatures to classify the subjects 
of taxation. 

-^ "The reports of State tax commissions within the last ten 
years disclose no instance in which the general property tax 
has been approved, and few in which it has not been expressly 
condemned. Every well-known writer on political economy, 
as well as every practical administrator of tax laws, has pro- 
nounced against it. 

"We finally urge, therefore, as the first and most important 
step in the direction of modem tax laws, the amendment herein 
proposed, believing that no real progress can be made without 
removing the present restrictions upon legislative power." 
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From Report of Louisiana Tax Commission, 1908: 

"We are already in a position to say, that the provisions of 
the constitution requiring imiformity and equality in taxation 
are a delusion; that the most solemn declaration that property 
shall be assessed and taxed at its full value is not enforced, 
that the greatest inequality prevails, and it must be manifest 
that this open and flagrant violation of law must have a most 
pernicious effect in many ways, and no self-respecting people 
can permit conditions of that kind to exist, after it has knowledge 
of them. 

"It would be far more honest to strike from the constitution 
the provision that taxation shall be equal and uniform, and 
we would at least avoid the hypocrisy of declaring for equaUty 
and uniformity and actually perpetrating inequality and in- 
justice. 

"That the evil is in the system itself and not merely in its 
administration is shown by the fact that Louisiana's experience 
in this regard is identical with that of the civilized world. 

" It has been tried in many States in the Union. Those whose 
constitutions permit such course have abandoned, or are aban- 
doning it. Three are submitting constitutional amendments 
in order to permit abandonment, and many others are agitat- 
ing for abandonment. The system is condemned by poUtical 
economists writing from a theoretical standpoint, by practical 
tax officials, speaking from actual experience, and by dozens 
of select tax commissions appointed to investigate its workings. 
Indeed, its failure is shown by testimony overwhelming in 
quantity, unimpeachable in quality, and, so far as we have 
read, without a dissenting voice." 

Hon. Geo. W. Clapperton, of Michigan, 1907: 

"The people and State should have under the constitution 
any method or system which they desire, and which, through 
their creature, the legislature, may be embodied in the laws 
of the conmionwealth. 

"Possibly they might, but practically they never could, have 
a worse system than exists to-day. 

"I stand for the removal of restrictions upon commonwealth 
taxation from our Constitution, and for broad powers that would 
render it possible to place our State in the front rank of ad- 
vancing commonwealths in the matter of taxation, and permit 
the growth and development of a good system in the future. 
I would break the fetters and remove the embargo from the 
future growth, development and prosperity of our people. 

"Constitutional tax limitations impair the power of the 
legislature to do good and enhance its power to do harm. 
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"The experience of Michigan and of every other American 
commonwealth, and every comitry in the civilized world, shows 
conclusively that, restrictions and limitations upon the sovereign 
power, with respect to taxation, do not prevent harm and injury 
to the people of the State but, on the contrary, almost in- 
variably limit progress toward just and equitable taxation. 

"They are based upon ignorance of the subject of taxation 
and indefensible distrust on the part of the people of their own 
representatives in the exercise of legislative power." 

Robt. A. Campbell, University of Wisconsin: 

"While the constitutional limitations may have been wise 
and up to date when introduced, may have been good statutory 
law, they were, and are certain to be, outgrown. . . . 

" Very general and very broad provisions are wise and bene- 
ficial. . . . 

" The legislature should be given a large freedom; the consti- 
tutional provisions should be general; they should be guides, 
and not positive hindrances and restrictions. . . . 

"The constitution should be made up of broad general 
provisions; it should be a rudder and not an anchor." 

Professor Raymond V. Phelan, of University of Minnesota: 

"By 1906, [in Minnesota], the process of popular education 
along the line of taxation improvement had proceeded far enough 
to secure a constitutional amendment that admits of a free 
classification of property for taxation purposes. The legisla- 
ture was thus given a free hand in the matter of taxation." 

Hon. Nelson W. Evans, author of "Taxation in Ohio, " stated 
in 1907: "Upon careful examination of the revenue laws of 
Kentucky I find therein twenty-nine good reasons why the 
Constitution should be amended." 



Amending Constitutions for Better Systems 

Resolutions adopted unanimously by the Sixth Kentucky 
State Development Convention, November 21, 1907, to facili- 
tate tax reform: 

''Resolved, That the constitution of Kentucky should be 
so amended as to give broader authority to the legislative 
branch of th6 government to decide upon methods for raising 
revenue and with reasonable restrictions only, power to revise 
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and amend the same to meet the changing conditions and the 
revision of the revenue laws of other States from time to time." 

From Report of Louisiana Tax Commission, 1908: 

As the result of our labors, we make the following recom- 
mendations: 

"First: That the articles of our constitution on the subject 
of assessment and taxation be entirely recast, either by a con- 
stitutional amendment to be submitted to the people, the 
system to go into effect on January 1, 1910, or by a consti- 
tutional convention called for this specific purpose. 

''Second: That the fimdamental principle to be adopted in 
any new system of taxation shall be the separation of State 
from local taxation as to sources of revenue. 

" We mean by this that the State shall levy its taxes on certain 
specific objects of taxation, and the parishes and municipal 
corporations shall levy their taxes on certain other specific 
objects of taxation, so that the property taxed by the State 
shall not be taxed by the parishes and municipalities and the 
property taxed by parishes and municipahties shall not be taxed 
by the State. 

"This separation of the sources of revenue is recommended 
by thirteen out of the fourteen State Ck>mmissions above 
referred to." 

Professor Isidor Loeb, of the University of Missouri, at the 
Colimibus Tax C!onference of 1907: 

"The articles on taxation and revenue in State constitutions 
have been constructed with such careful reference to the limi- 
tation of legislative power that an amendment of one section 
inevitably affects several other provisions. This difl&culty 
cannot always be overcome by proposing amendments to the 
different sections involved, as one or more may be rejected 
while the others are ratified. The situation may best be 
remedied by the adoption of a comprehensive amendment 
repealing the article on taxation and revenue, and substituting 
in place thereof provisions of a more rational character. But 
care must be taken to avoid too great detail in such revision. 
. . . The demand for further revision must inevitably then 



Hon. M. H. Carver, in report of Louisiana Tax Commission, 
February, 1908: 
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"There is little necessity for putting anything at all in the 
constitution about taxation, and some distinguished authorities 
hold that everything on the subject in a constitution is danger- 
ous. To meet the decision of the Supreme Court of the United 
States, though, in the Dartmouth Ck>llege case, 4 Wheaton, 
518, it is weU to provide: 

"'That the power of taxation shall never be suspended, 
surrendered or contracted away.' 

"It would be well also to provide: 

"'That taxation shall be equal and uniform on subjects of 
the same class throughout the territorial limits of the authority 
levying the tax, and shall be levied for public purposes only.' 

"These provisions, together with the guarantees of the 
Federal Constitution, woiJd doubtless amply safeguard fimda- 
mental rights and protect all taxpayers from unjust discrimina- 
tion." 

The International Tax AssoaATiON 

This association occupies a high and unique position as an 
International Agency, for strong economic advancement, in 
its aim to spread wider information and education, leading to 
careful investigation and scientific consideration of a complex 
question which is vital to successful administration of public 
affairs, and to foster, so far as local conditions permit, reason- 
able uniformity in systems of taxation, in the forty-six States 
of this Union, and the nine Provinces in the Dominion of 
Canada. In short, to bring order out of present irregularities, 
wanting in comity as between these respective divisions of 
government, and vexatious and imjust to the interests of their 
citizens and of interstate enterprises. 

The Committee on Taxation of the American Bar Association, 
in their report for the year 1908, state: "Whatever may be 
recommended by the annual Conferences of the International 
Tax Association will be of special value and importance, look- 
ing to changes in existing laws on the subject of Taxation, 
from time to time." 

The following resolutions were adopted unanimously by 
the First Conference on State and Local Taxation held imder 
the auspices of the International Tax Association, in 1907, 
and reaffirmed at the conference of 1908: 

"WfiereaSf The greatest inequalities have arisen from laws 
designed to tax all the widely differing classes of property 
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in the same way, and such laws have been ineffective in the 
production of revenue, and whereas the appropriate taxation 
of various forms of property is rendered impossible by the 
restrictions upon the taxing power contained in the constitu- 
tions of many of the States; 

Resolved, That all State constitutions requiring the same 
taxation of all property, or otherwise imposing restraints upon 
the reasonable classification of property, should be amended 
by the repeal of such restrictive provisions." 

CONCLUSION 

The question of revenue and tax revision is now as never 
before a burning question, whether national or local. In France, 
a writer states, because the body of their revenue laws are 
"seventeen years old." 

Germany and England are now making thorough investi- 
gations and important changes. 

The United States government has just made complete 
revision of the old tariff (only twelve years old), because of 
popular demand for amendment based upon changed conditions, 
and Congress has just provided for a body of experts to examine 
the whole subject, the coiUTse of other nations, and the bearing 
their action may have upon this country, and the advantages 
to the respective nations of any changes being made in their 
revenue measures, which might be made applicable to our own. 

The systems and rates of taxation are everywhere recognized 
as a strong factor in attractmg capital and population and 
industrial enterprises. 

Favorable comparison on these lines, locality by locality, 
State, Province or city with other States, Provinces or cities, 
is an attraction to new industries and residents, to the ad- 
vantage and benefit of the common weal. 

The Bank of England's advance or reduction of rates of dis- 
count by half of one per cent at once sets in motion either the 
flow or ebb of the tide of finances. 

Capital will flow to the point of least resistance. An absurd 
tax obstruction is a foremost obstacle. Obstructions in State 
constitutions, which prevent improvement in tax laws, are 
clearly, therefore, directly obstructions to progress and de- 
velopment. 
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The notable example of Massachusetts in encouragement 
of savmgs banks by reasonable taxation is well worthy of 
mention. Reports show deposits in these institutions of over 
$700,000,000; the outcome of the State's wise policy in en- 
couraging thrift and savings, and utilizing in continued cir- 
culation this capital for industrial purposes. 

This sum is equal to the total assessed value of real estate 
in the State of Kentucky. Unfortimately, we make no show- 
ing "worth whi^e" in Kentucky of deposits in savings banks, 
and cannot expect to do so, with an annual tax upon depositors 
(required by law) of 2]/^ to 3 per cent, with rate of interest of 
3 per cent. Other States in like fix should take heed to this 
branch of "tax improvement." 

Referring to the words of advice of Professor Loeb and Mr. 
Carver (see page 88), I deem it well to refer here to our ex- 
perience m Kentucky. 

In our last constitution (1891) there are fourteen sections 
under Revenue and Taxation. This constitution called for 
the one "uniform ad valorem^* system of taxation upon every 
class of property. At that time in Louisville (the chief com- 
mercial center of the State) the license system was in force for 
municipal revenue, and business interests were taxed on volume 
of annual sales. 

The city and business interests deemed the change to ad 
valorem plan imwise, and sought to continue the old method, 
carrying the question through the courts. 

In the Court of Appeals the final result was as indicated in 
the following syllabus in the case of Levi against the City of 
Louisville (97 Ky. Reports, 394): 

"There is but one general system of assessment as to all 
property, under the present constitution, for the purposes of 
government, whether State or municipal, and neither the 
legislature nor a municipal corporation can classify property 
for taxation, or substitute a license tax for an ad valorem tax. 
If a license tax is imposed upon a business, it must be in addition 
to, and not in lieu of, an ad valorem tax upon the property 
employed in the business." 

This condition was regarded as most unsatisfactory; it 
was condemned repeatedly by the mayors, city assessors, 
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Equalization Board, and every leading commercial organiza- 
tion in Louisville. 

As a remedy it was sought to amend the State constitution, 
and committees and leading citizens from all over the State 
appeared before the General Assembly to urge such step. 

In 1902, the General Assembly of Kentucky ordered sub- 
mitted to a vote of the people at the next election for representa- 
tives (November, 1903) an amendment to section 181, authorizing 
the General Assembly, "by general laws only to authorize cities 
or towns of any class to provide for taxation for municipal 
purposes on personal property, tangible and intangible, based 
on income licenses or franchises in lieu of an od valorem tax 
thereon," etc., for the very purpose of meeting the decision of 
the Court of Appeals. 5] 

This amendment was thoroughly discussed throughout the 
State. It received the aflSrmative vote of about three-fifths 
of the votes cast upon the question, and of two-thirds of the 
counties and a majority in every one of the 178 precincts in 
the city of Louisville. 

At the following session of the General Assembly in 1904, 
by nearly unanimous vote, authority was conferred, as required 
by the amendment, upon cities of the first class (none other 
appl3dng at the time) to provide for the change (for their own 
municipal purposes only). Governor Beckham approved. 
The City Council of Louisville passed an ordinance prepared 
by the city attorney, aided by others of Louisville's leading 
and able attorneys, to put same into effect. The ordinance 
received promptly the approval of the mayor. As usual in 
any such important change, the ordinance was contested in 
the courts. In the lower court, the enablmg act and the city 
ordinance were both upheld. 

In the Court of Appeals the lower court was reversed, and 
refusal was made to an earnest plea for "modification." 

In the Kentucky Court of Appeals, the case of Schuster vs. 
City of Louisville, 28 Ky . Law Reports, 588, contains the follow- 
ing syllabus: 

"There is nothing in the amendment to section 181 of the 
constitution which became effective by the act of the General 
Assembly, approved March 14, 1904, which repeals or impairs 
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in any way the provision to section 171 of the constitution which 
provides that taxes shall be uniform upon all property subject 
to taxation within the territorial limits of the authority levying 
the tax." 

We realize m Kentucky now that Professor Loeb's word of 
caution is timely. 

Business interests suffer, therefore, still under this most in- 
equitable and unjust "uniform ad valorem^' system. 

Soon after the adoption of the 1891 constitution, Louisville 
banks reduced their active capital about one-third because of 
exorbitant taxation (i.e., as compared with rates elsewhere) 
and have never made it up, this to the serious injury of enter- 
prises and to "borrowers who pay the tax." 

Rate on real estate to-day in Louisville, State, county and 
city combined, is $2.52 on $100. The rate is the same on 
personalty, tangible and intangible, and is more than 60 per 
cent of income on 4 per cent investments. The State rate on 
farms is 50 cents throughout the State (being an advance of 
20 per cent over the rate at the time of adoption of new con- 
stitution, which was then 42 J^ cents) ; to this should be added 
county rates, varying from 25 to 50 cents, making a combined 
rate of 75 cents to $1 on $100. 

Confirming the unvarying experience that this system throws 
the greater burden upon real estate and tangible personalty, note 
Pennsylvania, with total rate on personalty of 40 cents on $100, 
which is the same as 10 per cent on a 4 per cent investment, 
receiving a large revenue therefrom. And her banks increasing 
capital and paying annual increased revenue to the State, and 
yet no tax whatever for State purposes on real estate. Farms 
are taxable only at low rate by the county, for coimty purposes. 
City real estate, taxed for city purposes in Pittsburg, is about 
one-half the rate in Louisville. 

In Maryland a rate of 30 cents on $100 of value on securities 
by city or county, has increased the annual revenue to the City 
of Baltimore from $120,000 to $450,000, and an increase to 
the revenue of the State of 2500 per cent. The State rate on all 
real estate is only 16 cents on $100. 

Which is the better way, the absurd "uniform ad valorem'' 
system, or the wise adjustment as in Pennsylvania and Mary- 
land? 
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We have here in Kentucky wonderful opportunities and 
natural resources. We stand in absolute need of the means 
of, and the capital for, development. This need can never in 
my judgment be adequately met, with the obstacles in our way 
by reason of oiu* unfavorable ' system of taxation, and this 
system cannot be improved, until the "obstructions in our 
constitution" are eliminated. 

My judgment is based upon a long, active experience in busi- 
ness affairs in this State, and a careful, painstaking study of the 
whole subject, as a citizen having the highest appreciation of 
Kentucky's splendid resources, and the fullest confidence that 
all that is needed is the freedom to adjust our revenue system 
so that it will not be a hindrance, as it certainly is now. 

Other States represented here are in the same position as 
Kentucky in greater or less degree. 

By codperation, and through this Association, there will be 
results beneficial to all; and with greater imiformity of systems 
and a due regard for comity between the States, great reforms 
will be accompUshed, redounding to the greater material de- 
velopment and prosperity of all the Provinces of the Dominion 
.of Canada, and the States of the American Union. 
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A CLASSIFIED PROPERTY TAX 

By Charles J. Bullock 
Professor of Ek^onomics, Harvard University, Cambridge, Mass. 



The general property tax, which is in this country the main- 
stay of State and local finances, has been the object of inces- 
sant criticism for more than forty years. Discontent with its 
workings midoubtedly existed in the early part of the nineteenth 
century, but it was not until the period following the Civil War 
that State and local taxation acquired the status of a ''problem." 
Between 1S67 and 1876, six States appointed tax commissions 
to investigate the subject, and their example has been followed 
by many others, until the student of taxation is now confronted 
by the reports of scores of such commissions, which constitute 
in the aggregate a literature of financial discontent without 
parallel in any other country. Everywhere the story is the 
same: existing laws are either imenforced, or, if enforced, prove 
destructive to industry and highly unjust in their operation 
upon individual taxpayers. The outcome usually is that per- 
sonal property evades assessment to an increasing extent, 
so that the burden of taxation falls more and more heavily 
upon real estate. The system as a whole is inadequate, and 
was long ago discarded by most other countries; so that in 
the United States we have the proud distinction of possessing 
about the worst methods of local taxation to be found in any 
part of the civilized world. 

Ever since discussion of the subject began, critics of the 
general property tax haw maintained that our troubles arise 
from attempting to tax ml, or substantially all, forms of prop- 
erty. Proposed reforms have generally contemplated the 
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total exemption of certain kinds of property, such as intangible 
wealth or even all forms of personalty, and the retention of 
taxes on real estate supplemented by corporation, inheritance, 
income or business taxes. That a practicable system might 
be worked out in some such fashion, I will not question; but 
it must be apparent that the proposal to exempt important 
classes, not to say all classes, of personal property has thus 
far failed to gain the popular approval necessary for its adoption, 
and is not likely soon to command such approval. In view of 
this fact, I ventured a year ago to call the attention of this 
Association to the merits of a moderate uniform tax upon in- 
tangible property, such as now prevails in two of our common- 
wealths; and I desire this year to carry the discussion a stage 
farther, and outline a general plan for a classified property tax. 

The root of our difficulty, I believe, is not that we have 
attempted to tax all classes of property, but that we have tried 
to tax them all at a uniform rate high enough to meet public 
expenditures at the present day. During the first half of the 
nineteenth century, when expenditures were smaller and tax 
rates but a fraction of their present figiu-es, the general property 
tax, while occasioning more or less friction, did not lead to the 
intolerable conditions that have existed since the Civil War. 
In my own State the average rate of taxation could not have 
exceeded 40 or 50 cents per $100 in the year 1820; in Boston 
it was 36 cents per $100 in 1822. As late as 1860 the general 
level was from 60 cents to $1 throughout the State, and in 
1861 the average was approximately 83 cents. It is to be 
further observed that the rate of interest on good investments 
was considerably higher at that time than at the present day, 
so that a tax of 60 cents per $100 represented less, rather than 
more, than 10 per cent of the taxpayer's income; and the evi- 
dence shows that under such conditions the tax could be levied 
upon all property with reasonable success. 

In the City of Boston in 1794, when the rate of taxation was 
30 cents per $100, personal property constituted more than half 
of the total assessment; and as late as 1850, when the tax rate 
was 65 cents per $100, it formed 41 per cent of the total valua- 
tion; but after 1850 conditions changed, pubUc expenditures 
greatly increased, and the rate of taxation rapidly advanced. 
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Whereas in Boston the per capita tax levied in 1850 was about 
$8, by 1874 it had risen to $35.70. In the State of Massachusetts 
between 1860 and 1870 the per capita taxes upon property 
increased from $6.04 to $17.10. The tax rate in Boston, 
which in 1850 had been 65 cents per $100, advanced to $1.56 
in the year 1874; and in Massachusetts the average tax rate, 
which was 83 cents in 1861, stood at $1.57 a decade later. 
The result of this great increase in rates was widespread evasion 
of taxes upon personal property, which brought it about that 
personalty thereafter formed but a small proportion of the total 
assessment, leaving the burden to fall chiefly upon real estate. 
It was under such conditions that Massachusetts appointed its 
first commission to investigate the working of its laws relative 
to taxation. 

While the situation may not have been the same in every 
other State, it appears that in the coimtry at large the same 
thing happened that occurred in Massachusetts. The Census 
shows that the average tax rate in 1860 in all the States was 
78 cents, whereas in 1870 it was $1.98 and in 1902 was $2.05. 
It .further discloses that in 1850 personal property throughout 
the United States was assessed at $2,125,000,000, and realty 
at $3,899,000,000; while in 1902 personalty was assessed at 
$8,923,000,000, and realty at $26,415,000,000. The evidence 
points to the conclusion, therefore, that it was mainly the pro- 
gressive increase of tax rates after 1860 which caused the dis- 
integration of the general property tax and produced the 
intolerable conditions with which we are all famihar. 

Nor should this conclusion surprise us. While some forms 
of taxation may be more convenient and flexible than others, 
the most important thing about any tax is the proportion it 
bears to the income of the taxpayer. If this proportion is 
small, the burden is more cheerfully borne and the collection 
of a tax correspondingly easy; while as it increases, the tempta- 
tion to evade becomes stronger and the process of collection 
more difficult. I would by no means minimize the other con- 
siderations which have contributed to the unsatisfactory work- 
ing of the general property tax in the United States, but I 
believe the thing of greatest moment is the unparalleled in- 
crease of tax rates which occurred during the last half of the 
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nineteenth century. For forty or fifty years we have been 
endeavoring to collect from all classes of property a tax amount- 
ing to some such figure as 2 per cent of the selling value. Such 
a tax can and will be paid by no property that can manage to 
evade it, and its only effect must be to drive personalty into 
hiding and impose a constantly increasing burden upon real 
estate. In the eighteenth century and early part of the nine- 
teenth, when the tax rate was but 50 or 60 cents per $100, it 
may have been possible to tax all property at a uniform rate; at 
the present time, when the average tax rate is $2 per $100, 
it is absolutely impossible to do so; and no reform of the 
property tax is possible until we leam that the rate of taxation 
upon any class of property should be adjusted to what that class 
can bear. If we are to continue to tax property, as apparently 
we must for a long time to come, it is imder modem conditions 
imperative that we should classify property in a scientific 
manner and pass from a general to a classified property tax. 

n 

A scientific method of classification must be based upon 
facts, and the first fact which it must recognize is that the 
heavy taxes needed at the present day to defray the increased 
cost of local government must fall chiefly upon real estate. 
This is actually the result of our present system, although it 
is reached through the devious channel of evasion of taxation 
by personal property, and not by the process of classification. 
In 1902 the total State and local taxes amounted to $860,600,000. 
Of this sum, $153,900,000 came from miscellaneous taxes on 
polls, business, inheritances and corporations; while $706,- 
700,000 came from taxes assessed on property. Of the taxes 
on property, as nearly as can be estimated, 75 per cent fell 
upon real estate, so that the total contribution of real property 
to the State and local revenues amounted to $529,000,000, out 
of a total of $860,600,000 raised by taxation. In reality, 
however, the contribution of real estate was somewhat larger, 
since a portion of the inheritance and corporation taxes rep- 
resented realty values. In recognizing, therefore, that the 
basis of a classified property tax must be a tax upon realty. 
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I am not propoedng so much a change in actual conditions 
as a different and better method of bringing such conditions 
about. Indeed, there is room for thinking that, by scientifi- 
cally classifying personal property, the contribution it makes 
toward public charges may be somewhat increased so that a 
natural result of the change would be to diminish somewhat 
the actual l>urdens on real estate. 

Not only is it a fact that real estate is and must be the chief 
source of local revenues, but is it further true that under 
modem conditions this ought to be the case. Nearly nine- 
tenths of the taxes levied upon property in the United States 
are for the use of local governments, and little more than one- 
tenth are for the support of States and Territories. The local 
taxes are expended in large measiu*e for objects that tend to 
enhance or maintain the value of real property. Allow streets, 
sidewalks, and sewers to fall into decay, and you reduce real 
estate values in any locality. Withdraw police and fire pro- 
tection, extinguish street lights, and otherwise diminish munic- 
ipal services, and you undo the owner of real property. Per- 
sonal property can usually be removed or sold, so that its value 
will not be greatly affected; and it is not, like land, the per- 
manent beneficiary of municipal growth and development. 
It is but just, therefore, that real property should be taxed 
for local purposes at a higher rate than personalty; and this 
principle is frequently recognized in si>ecial assessments levied 
by various American cities to defray the cost of certain kinds 
of improvements. 

The heavier burden which falls upon real estate is greatly 
alleviated by the fact that, whenever real property changes 
hands, existing taxes are capitalized, so that the purchaser buys 
upon what is practically a tax-exempt basis. Every buyer 
of real estate, at the time of his purchase, takes mto accoimt 
the taxes falling upon the property, and adjusts accordingly 
the price he offers. The result is that, at any time, the value 
of real estate is diminished by the existing taxes capitalized at 
the ciurent rate of interest, so that these taxes are no real 
burden for the subsequent purchaser. If the taxes increase 
during the time he holds the property, the additional burden 
of course falls upon him, since it diminishes by so much the 
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price obtainable at the next transfer. In this manner from 
generation to generation the burden of real estate taxation is 
diffused among successive owners, each of whom bears only 
such increases in the tax rate as occur during his period of 
tenure. 

While real estate must be the basis of the system, a classified 
property tax can draw substantial revenues from personal 
property if it rightly classifies the objects to which it applies. 
Personal property has sometimes been considered to form a 
single class, and it has been proposed either to exempt it from 
all taxation or to tax it at a uniform rate, though not at the 
rate levied upon real estate. But this ignores the well-defined 
distinction between tangible and intangible personalty, a dis- 
tinction which must be recognized by any reasonable scheme of 
classification. 

Intangible property is easiest of all to conceal or remove 
from one jurisdiction to another. It can be taxed successfully 
only by making the rate moderate and uniform throughout the 
widest possible area. For this reason it is desirable not only 
that the rate should be the same throughout an entire State, 
but that the various commonwealths should, so far as practicable, 
bring their rates to a common standard. In the next place, 
intangible property consists of investments from which the 
owners on an average derive but simple interest; perhaps 5 
per cent is a fair average in most parts of the United States. 
In a reasonable system of classification, then, it would seem 
that the rate for intangibles should not exceed such a figure as 
a government can collect with reasonable certainty from prop- 
erty that is easily concealed and yields only an income of 5 
per cent. Experience shows that from 5 to 6 per cent of the 
income is a reasonable figure for any tax upon intangible wealth; 
and that taxes exceeding this rate, by causing evasion, are less 
productive than those which do not exceed it. Pennsylvania 
and Maryland have learned this lesson and have demonstrated 
that a tax of 30 or 40 cents per $100 is the safe limit in the 
taxation of intangibles. 

Tangible personalty, on the other hand, consists either of per- 
sonal effects or of capital employed in agriculture, manufactures, 
and commerce. A tax upon personal effects bears no deter^ 



Digitized by 



Google 



A CLASSIFIED PROPERTY TAX 101 

minate relation to the taxpayer's income; and is of the nature 
of a tax on consumption. Capital actively employed in trade 
may be presimied, on an average, to yield the ordinary trade 
profit, which is twice the rate of simple interest. It, therefore, 
can and should pay a higher tax than intangible property, and 
its tangible character makes the collection of such a tax possible. 
If 30 or 40 cents per $100 is the correct figure for the taxation 
of intangible wealth, it would seem that the tax on tangible 
personalty should be placed at some such figure as 60 or 80 cents 
per $100. 

How such a hmitation of the tax rate on tangible personalty 
would affect the revenue from this source cannot yet be as- 
certained from actual experience, as can be done in the case 
of the moderate uniform rate on intangible property. But it 
appears that throughout the country merchandise and manu- 
facturing capital are greatly undervalued. Investigations 
have shown that the assessed value may not exceed one-half 
or one-third of the true value, and in the State of Ohio the 
assessment of "merchants' and manufacturers' stock" declined 
from $70,442,000 m 1870 to $52,446,000 in 1906. It would 
seem, therefore, that at the reduced rate of taxation the assessed 
value of this class of property might double or treble, and that 
the taxes collected might well equal the present revenue from 
such sources. And if it should be said that such a result would 
leave merchants and manufacturers about where they are to-day, 
the sufficient answer is that they would then be paying all 
the law requires, and would no longer be dodging their taxes. 

Since the classification of personal property is undoubtedly 
the crux of the problem, it may be well to emphasize the fact 
that the method I have proposed would give the same average 
result as a general tax on incomes. If we assume that the 
average rate of interest in any community is 5 per cent, and 
that the income tax is levied at the rate of 6 per cent, then 
$100 invested in intangible wealth will yield, on an average, 
an income of $5 per annimi and pay a tax of 30 cents; while 
$100 invested in manufactures or trade will yield an average 
trade profit of $10 and pay a tax of 60 cents. If the rate of 
the income tax is 8 per cent, intangibles will, on an average, 
pay a tax of 40 cents, and capital invested in manufactures op 
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trade, a tax of 80 cents. Clearly, if average results alone are 
considered, the result is the same whether the tax is levied on 
income or levied on property under a correct system of classi- 
fication. In individual cases, it must be admitted, the results 
would differ, since all property of any given class is not equally 
productive. But for such differences in individual incomes 
from investments of the same class no property tax can make 
provision; indeed, it is a commonplace with students of finance 
that such inequality is inherent in any method of property 
taxation. This may be, and in my opinion is, a sufficient 
reason for substituting income for property taxes whenever 
practicable; but whenever such a change is impracticable, 
the most that can be expected is to adjust taxation to average 
conditions, and that can be done only by some system of classi- 
fication such as I have proposed. 

Forest property would also need to be dealt with in a scientific 
scheme of classification. In papers read at earlier meetings 
of this Association it has been made sufficiently clear that 
forests are unlike ordinary real estate and cannot be taxed 
in the same manner. The Forest Service of the United States 
is now investigating this problem, and will be in a position 
eventually to recommend a scientific method of taxing forests. 
Since the problem is primarily one for the forest expert, I may 
be excused from maJdng any definite suggestion concerning 
the taxation of forests, and refer to the subject merely for the 
purpose of emphasizing the need of a proper classification of 
property for taxation. 

I am compelled to leave untouched many other questions 
that naturally suggest themselves, and must content myself 
with this brief discussion of the chief problems involved in 
a reasonable classification of property. I may refer, however, 
to the fear sometimes expressed that, if the rule of uniformity 
is abandoned, we shall fall into a chaos of diverse and be- 
wildering classifications. Such fear I believe to be groundless. 
Property falls into certain natural classes of which the economic 
characteristics are tolerably plain, and our legislatures would 
be decidedly averse to making classifications except for suffi- 
cient cause. Ordinary real estate, forests, tangible personalty, 
intangible property, — these classes are well established and 
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recognized by all. Some others may need recognition — I 
do not profess to offer a final classification; but experience 
shows that our legislatures are slow to diversify methods and 
rates of taxation, and that there is more danger that they will 
not go far enouj^ than that they may go too far. 

Ill 

We have been so long accustomed to a tax upon all property 
that the proposal to classify and adjust rates to the economic 
nature of each class gains acceptance but slowly, even though 
it is siurely finding increased favor. It may help to overcome 
dissent if I suggest that nothing is here proposed that is in- 
consistent with accepted principles of legislation and business 
procediure. 

All successful l^slation is based upon a reasonable dis- 
crimination between the classes of things with which it deals, 
and laws that ignore necessary distinctions between classes 
prove ineffectual or pernicious in their results. Uniform regu- 
lations for the transfer of all classes of property, a uniform 
penalty for all crimes, and absolute uniformity in the treatment 
of persons, without discrimination of age, sex, or condition, 
would be no more unreasonable than a uniform rate of taxa- 
tion for all property, irrespective of its nature or class. 

Diversification of rates of taxation i^rees with the ordinary 
business principle of adjusting charges and prices to "what 
the traffic will bear." No railroad charges as much for carry- 
ing logs as for carrying furniture; but the discrimination in 
favor of logs, by enabling that traffic to move, contributes to 
the revenue of the road and decreases the charges upon furni- 
ture and other traffic of higher grade. When the average rate 
of taxation was 50 cents per $100, it was possible to tax all 
property at a uniform rate because the tax was not higher than 
any important class of property could bear; but under modem 
conditions the rate of taxation is so high that it is necessary 
to classify property and adjust methods and rates of taxation 
to the needs of each important class. 

Reasonable discrimination between the objects of taxation 
is the principle upon which our customs tariff and internal 
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taxes upon commodities are now adjusted. We tax beer at 
one rate, spirits at another, and tobacco at another; and no 
sensible man would propose to tax all three commodities at a 
uniform rate. Our tariff taxes cut diamonds at the rate of 
10 per cent, and levies upon sugar a duty equivalent to 60 per 
cent ad valorem. This discrimination is both just and ex- 
pedient, since a duty of 60 per cent upon diamonds would 
lead to so much smuggling as to produce little revenue; while 
the duty of 10 per cent yielded, in 1905, $2,500,000. This 
illustration not only makes clear the necessity of adjusting 
taxation to "what the traffic will bear," but points to the reason 
therefor. The duty of 10 per cent can be collected from any 
dealer in diamonds, because the government succeeds in collect- 
ing it from practically all dealers. If the duty were raised to 
60 per cent, and a few dishonest dealers were tempted to evade 
payment of it, the honest dealers, who would have no objec- 
tion to paying duties uniformly collected upon all persons 
engaged in their trade, would have no choice but to resort to 
smuggling or go out of business. Evasion of taxation, when it 
becomes general, is not due to dishonesty on the part of the 
average taxpayer, but to the sheer inability of the honest man 
to pay his taxes when other persons succeed in evading theirs. 
Not only in the indirect taxes levied by the national govern- 
ment, but also in the taxes levied in certain States upon deposits 
in savings banks can we find a noteworthy illustration of the 
advantage of adjusting taxation to what property will bear. 
In 1862 Massachusetts made deposits in savings banks subject 
to an excise duty which for many years has been nominally 
one-half of 1 per cent, and actually one-fourth of 1 per cent 
of the total deposits. This duty has been collected from banks, 
and there has been no possibility of evasion, yet the deposits 
in those institutions have increased very much more rapidly 
than any other class of taxable property in the State, with 
corresponding benefit to the revenue derived therefrom. Far 
from injuring owners of other classes of property, the moderate 
tax upon savings deposits in Massachusetts and some other 
States has greatly benefited them, and their taxes would to-day 
be higher than they are if we had undertaken to collect a tax 
of 2 per cent. 
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Then, finally, we have the experience of Maryland and Penn- 
sylvania, with their present taxes on intangible wealth. Their 
experience has shown that a rate that can be collected is far 
more productive than a higher rate that cannot be enforced, 
and they have pointed out a way to remove some of the worst 
abuses in our system of local taxation. We have had, then, 
even in this country, some practical object lessons of the benefit 
of classification, so that the proposal I make finds a basis in 
experience as well as in reason. 

The platform of this Association commits us to the policy 
of removing obsolete constitutional restraints upon the classi- 
fication of property for taxation, and has further recognized 
the impossibility of taxing forests under the general property 
tax. Our action gives rise to the natural question. Whither 
are we moving, and where are we likely to come out? May I 
suggest that we are tending toward a classified property tax, 
imder which both rates and methods of taxation will be ad- 
justed to the needs of each class of property. In such a system 
no rate upon any class will ^be higher than can be collected with 
reasonable certainty; none will be so high as to drive out of 
a commimity persons or capital or industry; and it will be 
recognized that any rate exceeding what the property will 
bear must result in loss of revenue, injury to industries and 
such general demoralization as accompanies widespread evasion 
of law. If we move in this direction, may we not devise a 
system of taxation suited to the conditions of modem life, 
just in its operation upon individuals, and beneficent in its 
effect upon the industry and commerce of our common country? 
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DISCUSSION 

Governor Willson: Under the program and the rules we 
have left about thirty-five mmutes for discussion under the rule 
of five-minute speeches. 

Mr. J. E. Frost (Washington): The gentleman from Ken- 
tucky who read the admirable paper on the subject of Consti- 
tutional Revision referred to the legislation passed in the State 
of Washington in 1907, exempting from taxation all intangible 
property. That legislation the lawyers of the State of Wash- 
ington almost universally thought would be held to be uncon- 
stitutional, but it was declared constitutional by a majority of 
the court of last resort in our State. I am not going to discuss 
the Act. I am going to tell you some of the reasons that brought 
it about, and the results of the exemption of that class of prop- 
erty in the State of Washington. Beyond that I shall not go. 

The argument was made to the legislature of the State of 
Washington that the tax on mortgages and intan^ble property 
was a tax on the borrower, that the rate of interest to the 
borrower was increased by the taxes imposed upon the money 
borrowed. The same argument was made to the Supreme 
Court. The questions of law were not argued to the court, but 
the questions of public policy were. 

The State Tax Commission, of which I have the honor to 
be a member, has just concluded a most exhaustive examina- 
tion of the actual conditions. Beginning with the first of January, 
1906, which was one year prior to the passage of the Exemption 
Act, we obtained from the recorders of the various counties 
lists of thousands upon thousands of mortgages. We com- 
menced with January 1 and took every mortgage filed, irre- 
spective of the sise of the mortgage or class of property upon 
which it was given. We obtained not only a description of the 
property, but the rate of interest contracted for in that obliga- 
tion. From these we arrived at the average rate of interest 
borne upon this class of securities in each county. We also 
ascertained the average borne by this class of property through- 
out the State. 

In 1906, the people of Washington were paying on their loans 
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8.13 per cent. That was the average throughout the State. It 
varied from 12 per cent in some counties to 4 per cent on certain 
mortgage securities in others. One full year after the Supreme 
Court had sustained the constitutionality of the Act (the Act 
had been in operation for full two years) we made a similar in- 
vestigation. We found our rates of interest had increased by 
.17 of 1 per cent. In other words, the rate of interest paid to- 
day is higher than it was imder the statutes which imposed 
taxes on them. I am not trying to explain that condition. 
I am just giving you the facts as they appear. 

The State of Washington is one of the most prosperous States 
in the Union, and it has been during all the time that I speak of. 
We have had prosperity since 1897. The conditions have not 
changed. We have no poverty in the State of Washington. Our 
people are happy and well-to-do. We had good times prior 
to the passage of that Act, and we have good times now. We 
are not a borrowing State. When the crisis came in the East 
in 1907, the State of Washington had more than forty millions 
loaned in New York at 4 per cent. We are sending money to 
Chicago and New York and lending it at 4 per cent, and we are 
asking our people ten. Why? Because we are prosperous and 
can make 10 per cent out of it. I don't know whether that 
answers the question as to interest rates or not. 

I want to express my heartiest appreciation and my sincere 
accord with everything that the gentleman from Massachusetts 
uttered. I indorse it all the way down. 

Mb. W. a. Robinson (Kentucky) : May I ask the gentleman 
if any taxes are paid on that 4 per cent money that they are 
lending in Chicago and New York? 

Mb. Fbost: I don't think so. 

The Chaibman : I am sure we are all very much interested in 
these matters. Is there not some other gentleman who will 
speak along the lines of these papers? 

Mb. F. a. Debthick (Ohio) : I would like to inquire of the 
gentleman from Washington why they send money to Chicago 
and New York at, 4 per cent when, they can get 10 per cent in 
Washington? 

Mb. Fbost: We have more money than we can use at home. 

The meeting then adjourned. 
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THE TAXATION OF INSURANCE* 

Bt Jaios W. Noil 
Indianapolis, Ind. 

In times of war States and nations are impelled to resort to 
many forms of taxation of property and of business which are 
considered oppressive, but are borne by loyal people until the 
necessity has passed. In no time of great national exigency 
has any country resorted to taxation against an individual upon 
the value of his life insurance nor upon the funds of life insurance 
companies retained solely for the maturity of contracts. In 
1862 it was propo^ by the National Congress that a tax be 
levied upon life insurance funds. The proportion was little 
favored, and Charles Sumner on that occasion made his oft- 
quoted speech in which he inaccurately referred to such a taxa- 
tion as a tax upon a tax. Mr. Sumner, in characterising a life 
insurance premium as a tax, indulged himself in the same sort 
of poetic license that characterises an exorbitant price for steel as 
a tax for public libraries and an excessive charge for oil as taxa- 
tion for the benefit of universities. But Mr. Sunmer aptly 
expressed the consensus of opinion of the civilised world on the 
question as to whether these sacred funds were an appropriate 
subject of taxation. 

Under a taxation law of 1864 the State of Massachusetts 
attempted to assess the guaranty funds of the Berkshire Life 
Insurance Company. The Supreme ^Court of Massachusetts, 

* The limits and scope of this paper will not pennit a discussion of the new 
Federal Corporation Tax Law as applied to insurance companies, which, how- 
ever, only assumes to tax the profits of such companies and Is not either directly 
or indirectly imposed upon that element of an insurance premium which is neo- 
essary to carry mortality risk. The extent to which surplus apportlonable to 
dividends will be reached by this tax depends upon statutory construction for 
which there is much latitude. The law will doubtless be construed in the Ufht 
of the weU-«etiled policy that insurance funds applied purely to insurance pur- 
poses should not be taxed at all. 

Ill 
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in 1867, in construing the statute, as applying to that case, 
used the following language: 

''The business of mutual life insurance has never been treated 
by the legislature as an appropriate object of taxation. A 
tax upon it is, in effect, a tax upon prudence, and for this reason 
probably has never been resorted to unless in the case now under 
consideration/' 

The court found a way, consonant with good public policy, 
to exempt the guaranty funds from taxation. It is true that 
the constitutions of the different States neither exempt such 
funds from taxation nor contain provisions permitting a con- 
struction excluding the legislative power to tax such funds. 
Nevertheless, such funds have remained practically exempt 
f^om direct taxation, either because of laws practically operating 
to exclude them or because legislatures failed to enumerate such 
funds as the subjects of taxation or failed to provide legal means 
of bringing them to the tax duplicates. 

In 1896 the newly organized State Tax Board of Indiana at- 
tempted, by construction of the statute on taxation, to assess 
the surrender value of policies to the insured. The legislature 
had previously refused to pass a law providing a method of 
valuing such policies for the purpose of taxation. The Indiana 
Supreme Court in the case of the State Board vs. Holliday el al., 
150 Indiana, 216, in denying the power of the State Board to 
tax the values of policies, used the following language: 

"Here, for a period of over forty years, numerous tax laws, in 
effect as broad and comprehensive in the language employed as 
to the property embraced as the tax law of 1891, had been con- 
stantly acted upon and construed by both oflScers and property 
owners as not including life insurance policies as subjects for 
taxation. And the taxing officers and taxpayers of the several 
States of the Union had construed similar taxing laws in a 
similar way. Up to that time no attempt had been made, 
so far as we are advised, by any civilized government, either by 
legislation, executive, or administrative action to select and treat 
life insurance policies as property which ought to be taxed 
and subject them to taxation. These are the circumstances 
under which the legislature acted in passing the tax law of 1891. 
The presumption is that these historical facts were known to 
the legislature." 
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Senator Beveridge, attorney for the policy holders in that 
case, spoke of the refusal to tax life insurance funds as ''the 
settled policy of a free people." So, it appears that the courts 
as well as the legislatiu'es, notwithstanding there existed the 
constitutional right to tax insurance, have denied the resort to it 
for such purpose, even under the strain of financial distress, for 
the reason that such taxation was forbidden by the highest 
considerations of good public policy. 

Strange to say, in the face of these judicial and legislative 
expressions of a well-settled policy, the legislatures have grad- 
ually come to exact of the companies a franchise or excise tax 
in its operation just as thoroughly repugnant to the declared 
policy as the direct or property tax. The collection of this tax 
has become alike a serious burden to the policy holder and a 
profitable source of revenue for the State. The States have 
recognized the salutary principle that the purely insurance ele- 
ment of insurance premiums should be exempted from taxa- 
tion by the failure to exact the excise or franchise tax from 
assessment companies and fraternal and benefit societies. The 
level premium companies, however, have been assessed more 
effectually than if the surrender values had been assessed to the 
policy holders themselves and placed upon the tax duplicates as 
property. 

It is true that the tangible property of life insurance com- 
panies has been assessed for local taxation in the same manner 
as the property of private corporations, but in many States, as in 
Indiana, the reserves are treated as indebtedness which may be 
deducted from the value of the mortgages and bonds held by 
the company, thus making the direct tax an inconsequential 
matter, affecting only real estate and unapportioned surplus. 
To this taxation neither companies nor policy holders can have 
serious objection. 

Exactions made against either over and above such local 
taxation and over and above sufficient payment of fees for the 
maintenance of the insurance departments of the different States 
are not only imjust, but are in violation of the attitude of civil- 
ized countries toward the business of insurance. 

It is well known that in many European countries the govern- 
ment not only exempts all forms of insurance property from 
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taxation, excepting possibly some low forms of local taxation, 
but lends the power of the government to the promotion and 
encouragement of the business of life, accident and health in- 
surance among all classes of its people, as a certain means of 
minimizing pauperism, vagrancy and lack of thrift. In Eng- 
land, in making reports for payment of the income tax, premi- 
ums paid upon life insurance policies are deducted from the 
gross income, thus exempting life insurance premiums from an 
indirect toll for income tax. 

It is safely estimated that in the United States the taxes, 
including fees, imposed upon insurance companies by States 
and mimicipalities for the year 1908, were in excess of $1 1,000,000. 
The sums actually expended by the same States and mu- 
nicipalities for the supervision of the business of insurance 
amount to much less than $2,000,000. The practical effect 
of this kind of toll or franchise tax has been to give the com- 
panies one legitimate excuse for neither reducing premiums nor 
paying proper dividends, although the relation of this item 
to the total difference between premiums and dividends, as they 
are and as they should be, has been grossly exaggerated. 

In the State of Indiana certain fees are charged all companies 
alike for certain services on the part of the officials, and in addi- 
tion they are charged agency and franchise fees. The total of 
these fees is much more than sufficient to pay the entire expense 
of supervision. A franchise or excise tax of 3 per cent is levied 
upon the net receipts of the companies from business done within 
the State for the year, ascertained by deducting from the gross 
receipts the amoimts paid for losses and maturity of policies. 
Such taxation of net receipts has been advocated by insurance 
companies as less objectionable than the taxation of gross 
receipts, but Indiana has overcome any such advantage to the 
prosperous companies by taxing such net receipts at 3 per cent 
instead of at the rate of 2 per cent prevailing in other States. 
Such method gives entire relief from such taxation to companies 
who have paid out more for losses than they have received for 
premiums during the year. This tax so derived has no justi- 
fication excepting as a means of raising revenue. If the revenue 
were extracted directly from the policy holder, its offensiveness 
would soon effect the remedy. The policy holder, however, 
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is not sensible to the amount, time, place or pain of extraction, 
and has disregarded it. 

The proceeds of this sort of taxation in Indiana for the year 
1908 are as follows: 

Taxes 

American Fire Insm'ance Companies $ 90,211.33 

Foreign Fire Insurance Companies 16,379.88 

Life Insurance Companies 220,030.06 

Miscellaneous Companies other than life and Fire 25,644.57 

Total taxes $352,265.84 

Fees 

Fire Insurance Companies $44,469.00 

life Insurance Companies 9,003.00 

Assessment and Fraternal Associations .... 1,813.00 

Miscellaneous Companies other than Life or Fire 8,791.00 

Total fees $64,076.00 

The character, division and sources of fees and taxes as 
levied in Indiana are, I take it, fairly typical. It will be seen 
that the fire insurance companies, on account of the character, 
number of agencies and greater activity, pay more than two- 
thirds of the entire amount of fees, but much less than one-half 
the taxes paid by life insurance companies. The total expense 
of the department of insurance in Indiana, including all expense 
of supervision of the tremendous insurance business transacted 
within its borders, is slightly less than $20,000, and prior to 
1907 for many years had been less than $6000 per annum. 

It may be remarked that the lack of supervision in Indiana 
had opened the State to insurance wild-catting by both foreign 
and domestic companies, the exposition of which created very 
serious prejudice in the Hoosier mind against insurance oflScials 
and agents. The good were ignorantly classed with the bad, 
and both were condemned. 

In a number of the States municipal fees and charges are 
authorized, and constitute an extortion most objectionable 
in its character. Reciprocal laws, while they have had a 
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tendency to make uniform the methods and rates of such fran- 
chise taxeS; have operated to make the lack of uniformity op- 
pressive upon the company whose home legislature has made 
higher exactions than made by sister States, for the home com- 
pany is retaliated against under the reciprocal provisions of the 
laws of other States, and there meets the high rate assessed 
against companies doing business in the parent State. 

It is not proper to occupy space or time with statistics which 
are now a part of the records of this Association and are in the 
possession of every insurance company. It will suffice to dis- 
cuss in a measure the possibility of securing relief. 

This paper is devoted mostly to the consideration of the taxa- 
tion of life insurance rather than of other forms of insurance, 
which more closely pertam to forms of property. While fire 
insurance companies complain bitterly of the assessment of these 
taxes by the States, and while their objections may be entirely 
sufficient, there are not behind them the same considerations of 
prudence and of good public policy which underlie the objections 
to such strictures upon life insurance. 

Fire insurance rates, like life insurance rates, are computed 
so as to include the taxes. The business is in its nature more 
commercial, however, and deals entirely with property. Much 
property that is covered by fire insurance entirely escapes direct 
taxation, or if taxed at all goes on the tax duplicate at an entirely 
inadequate valuation. The indirect assessment of a small tax 
of this sort does not in its operation produce great injustice, if 
any injustice at all. 

The amount collected for fire insurance companies in the 
State of Indiana, where they are taxeid upon net receipts, is not 
large, in view of the great volume of business and the immense 
amount of property over which it is distributed. If the under- 
lying principle of such taxation is wrong, it should be corrected. 

This burdensome indirect taxation of life insurance policies, 
however, is in violation of the expressed policy of civilized coun- 
tries. It is a means, and an effective means, of carrying into the 
insurance premium an overcharge for insurance. Most men 
carry insurance to the extent of their ability. A decrease in the 
cost of insurance means to them an increase in volume. 

The promotion of an increased volume of life insurance dis- 
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tributed as widely as passible among the whole population is an 
economic result to be fostered and encouraged, and can in no 
wise be hampered except to the loss of the State and to the 
detriment of its citizenship. It affects not only future demands 
upon the public treasury, but as well the character and inde- 
pendent spirit of the generations to come. It is, therefore, 
highly improper that the State, for temporary revenue, engage 
in practices detrimental to the public good and by long continua- 
tion of them override a well-settled public policy. 

It has many times been advocated that the method of taxing 
net receipts now in force in Indiana is the least objectionable, 
and efforts have been made to secure the change in other States 
to such a method. If, however, the rate of taxation be increased, 
the net result, excepting to unfortunate companies, remains the 
same, and the policy holder of the sound institution is in no 
wise benefited. 

The exaction of a tax upon gross receipts, as a condition to 
doing business within the State, is in its very nature a franchise 
tax. A tax upon net receipts or profits is not uniformly a fran- 
chise tax, because it permits companies with operating losses 
to enjoy their franchises within the State without any taxation 
at all. To justify the tax as a franchise tax, it should be levied 
upon all alike, and upon the amount or some other element of 
business done which varies constantly with the voliune of busi- 
ness of the company within the State. It would seem both im- 
safe and imwise to attempt to secure from the States any change 
in this form of tax which would settle upon it the character of a 
property tax rather than that of a franchise or excise tax. 

It is better for both companies and policy holders to pay an 
exorbitant tax for a time, under provisions of law which are an 
evasion of a well-recognized rule, than to reduce the tax at the 
cost of the surrender of a correct attitude in respect to taxation 
of insurance funds. It is better for both to keep alive a recog- 
nition of fundamentals than to sacrifice them for a few dollars. 

It is eminently proper that the insurance companies should by 
payment of fees, or in some other way, provide fimds necessary 
for their effective supervision by the States. It would seem 
that in most of the States the payments now known as fees 
constitute a sufficient provision for such purpose. In Indiana, 
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for instance, the fees paid in 1908 amounted to $64,076.50. 
This amount is probably more than suflScient for the mainte- 
nance of an effective insurance department. The amount of 
$352,265.54 collected in the same State in 1908 for taxes is that 
much in excess of any rational demand for the expense of super- 
vision. 

If this proportion is typical, and it seems to be similar to that 
of many States, it would indicate that the charge for fees is 
defensible, but that the entire per centum tax on receipts should 
be abolished. This is, of course, very difficult of accomplish- 
ment when the Ways and Means Committee finds that, from the 
levy as then fixed for direct taxation for State purposes, the pro- 
posed appropriation bill cannot be met without an increase of 
the levy or the continuance of the insurance tax. High con- 
siderations of public policy then usually give way to political 
expediency. 

Whatever changes are made must be made with a view to 
uniformity. An abolition of the franchise tax in one or one-half 
dozen States does not aid the policy holder materially. The 
insurance companies cannot maintain different sets of premium 
rates applicable to risks in the different States, depending upon 
the respective rates of taxation. This appears impracticable. 
Earnest efforts must therefore be directed to a uniform reduc- 
tion and final and complete abolition of this form of taxation in 
the different States in so far as it affects the pure element of 
insurance as contained in insurance contracts. 

Any. movement for the reduction of the franchise tax in its 
present form will be met by the argument that many men of 
vast fortimes annually convert large siuns of money into life 
insurance, much of this going into forms of endowment and con- 
tingent annuities. It may well be said that a tax levied upon 
this form of the investment of wealth is not unjust, and that 
the property represented by such investment should bear its 
fair burden. These investments are for the most part made 
by men of wealth, who are outside the beneficent purposes 
of insurance, in an attempt to insure the permanency of their 
fortimes, and as a means of investment of large estates. 

Apropos of these facts, it may be stated that the advanced 
thought, of scientific insurance men and actuaries who have the 
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courage of independence, is insiflting that in the management 
and regulation of insurance companies exi)ense should be ap- 
portioned between those widely different and completely sepa- 
rable elements in a poUcy known as mortality risk and invest- 
ment; and that each should bear the share of the expense of the 
company properly chargeable to it. It was not intended that 
insurance companies should become savings banks. Their 
primary purpose is the carrying of the risk of mortality. 

It is this side of the insurance business that has invoked the 
sentiment of statesmen and judges and for the encouragement 
of which pubUc policy has been formulated. The investment 
side of the insurance contract may well and properly be subject 
to taxation. The insurance element of the contract, which can 
be separated with mathematical certainty, comes within the 
salutary rule prohibiting such taxation, and should be safe- 
guarded by the highest sentimental as well as economic con- 
siderations. It may be suggested, therefore, if the States insist 
on raising revenue, by taxation of the receipts of the insurance 
companies, that revenue should be derived wholly from taxation 
of that portion of the premium receipts which constitute pay- 
ment upon what might be termed a banking investment. 
There is no particular reason why deposits for pure investment 
purposes, entirely separate from mortality risk, should be 
exempt from taxation because deposited with a Ufe insurance 
corporation any more than if deposited in a local bank. 

The investment element in an insurance premium may, for 
example, be roughly illustrated by comparing the annual pre- 
mium of a non-participating twenty-year-term life policy with 
the premium required for a twenty-payment endowment policy 
for the same amoimt payable to the insured if then living, at the 
end of the last year. The diflference is investment. The com- 
merce in this investment element constitutes banking and not 
insurance, although the two have been combined in the modem 
contract in a most attractive manner. 

If, therefore, the States cannot be induced to abandon the 
taxation of premium receipts for the production of revenue, 
then let them obey the dictates of wisdom and prudence and 
apply the tax only to the investment quantity contained in the 
premium. They have aheady recognized the principle that pure 
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insurance ought not be taxed by exempting the premiums of 
assessment companies and fraternal benefit societies. 

It may be taken as an initial fact that life insurance premiums; 
as computed and charged by the great majority of American 
life insurance companies^ are far in excess of the amounts re- 
quired in actual experience to mature insurance contracts. 
Within the last five years many reforms have been instituted 
which go far to reduce the inequity of an excessive premium 
charge. Some of the best-managed companies in America, 
long prior to that time, had given large consideration to the 
equities of policy holders and reduced the annual premium 
charge by the payment of such dividends as were possible under 
the trying conditions under which life insurance was under- 
written. To the honest and prudent management of such 
companies, the country owed, in the time of agitation for reform, 
the ability to demonstrate by concrete examples the possibilities 
of the application of correct business methods to the manage- 
ment of life insurance companies. The excessive cost of in- 
surance to the policy holder has been due chiefly to the follow- 
ing causes: 

First: The expense of management, agency commissions and 
other operating expenses have been generally uneconomical and 
excessive in a degree that would not be tolerated in private 
business. 

Second: Insurance investments as a rule are much more 
profitable than required in the calculation of insurance rates. 

Third: The mortality tables upon which premiums are com- 
puted have not been revised to conform to the mortality under 
better living conditions than existed at the time they were 
formulated. 

Fourth: There have been unjust charges on the part of States 
and municipalities in the form of fees and franchise or excise 
taxes, contrary to the spirit of just taxation, and resulting in a 
heavy drain upon the resources of the companies. 

For many years insurance companies have protested against 
the methods and amounts exacted from them by this so-called 
taxation, and have complained of the methods employed. 
Among the loudest in their objections were heard those com- 
panies who seemed to give little thought to the equities running 
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in favor of policy holders, and much thought to an abuse of the 
trust imposed upon them in the management of sacred funds. 
If the injustice growing out of taxation had been the only in- 
equity suffered by the policy holders, the remedy would doubt- 
less have been speedy, but the managing officer of an insurance 
company who sought the attention of the legislator very often 
had applied to him the ancient maxim applied by the courts 
of equity, that he who comes for relief must come with clean 
hands. 

In recent years the question of the solvency of the insurance 
company has demanded little attention from publicists and re- 
formers. They have been concerned chiefly with equitable 
treatment of the policy holder. Since the passage of the first 
l^al reserve law in the State of Massachusetts, in 1858, no 
company that has conformed to the requirements of that legal 
reserve law has ever become insolvent, excepting in rare in- 
stances, in which there had occurred a great shrinkage in the 
value of the securities kept by the company to meet its re- 
serves. No failure has resulted from that cause excepting 
where companies have been guilty of reckless and questionable 
investments in securities very largely speculative in character. 

Insolvency is impossible for a life insurance company that 
charges premiums based upon existing mortality tables, sets 
aside proper reserves and invests its funds with the same care 
that a bank or trust company must exercise in its business. 
As insurance premiums are computed and charged at present, 
very extravagant expense can be maintained, funds can be 
stolen, profits diverted and great abuses committed, and yet 
the companies remain solvent for the reason that premiums are 
so far in excess of the amounts required in actual experience 
to mature the contracts. The statements and experience of 
American companies show that the current insurance rates 
provide either for payment of large dividends to policy holders, 
an accumulation of very large surplus, or the opportunity for 
great misappropriation of funds, and sometimes for all three. 

The general statement that insurance premiums are excessive 
is no better illustrated than by calling attention to the tre- 
mendous surplus carried by the great, companies, which surplus 
represents nothing more or less than overcharges made to the 
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policy holders. The New York life Insurance Company in 
1905 had a net surplus of $52,835,627; the Equitable Life As- 
surance Society had on the same date a surplus of $61,104,175; 
one of the vigorous companies of the Middle West, which in 
1905 had been in existence only eleven years, claimed in its 
annual report for that year a surplus of $605,000 after having 
met an illegitimate draft upon its resources in the way of divi- 
dends upon special contracts in an equal amount of $605,000. 

During the twenty years preceding 1905 a great majority of 
American insurance companies made a record of extravagance 
and fraud in their management almost beyond belief. No 
other branch of business in this coimtry has ever been so ex- 
travagantly and successfully mismanaged. State officials and 
the reading public seemed satisfied with annual statements 
which demonstrated solvency. 

They had little knowledge of the tremendous agency expense, 
or of the diversion of the fudds of insiu'ance companies to the 
use of subsidiary corporations, of which the trustees of the 
one were the beneficiaries of the other. They knew little and 
seemed to care little about the manipulations of these trust 
funds in the many cases in which they were loaned to subsidiary 
trust companies at the lowest commercial interest rates, under 
shifting arrangements by which the profits of speculation should 
accrue to the trust company, but the losses should be charged 
against the insurance company, thus to diminish a surplus which, 
of course, belonged to policy holders, but in which no one seemed 
to have any active interest. The companies in the hands of 
reckless management paid excessive commissions to agents, 
offered large rebates from first premiums, and sold insiu'ance to 
the deluded public upon misrepresentations as to profits, upon 
tontine and other seductive plans, and otherwise demoralized 
the business of the insiu'ance field and at the same time main- 
tained a terrific drain upon their own resources 

The effect of this was to make the competition of prudently 
managed companies both trying and expensive. Insurance 
promising faithful fulfillment at maturity and fair returns in 
dividends was at a disadvantage in the spectacular and intoxi- 
cated effort of many of the companies to get business. The 
result was that the ratio of the management expenses to the 
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income of insurance companies for the twenty years prior to 
1905 was exorbitantly high. It was high in the recklessly 
managed companies because of extravagance and dishonesty. 
It was higher than it should have been with the prudently 
managed companies because of the unfair and dishonest com- 
petition on the part of the extravagant companies. 

In 1905; the ratio of expense of management to the total in- 
come in well-managed English Insurance companies was between 
8 and 9 per cent. For five years prior to 1905 and including 
said year, the average ratio of management expenses, including 
taxes, to the total income in the case of forty of the largest 
American insurance companies, ran from 13^^ per cent to 
86^ per cent. During that five years only two companies 
used less than 15 per cent of their total income for management 
expenses; only fourteen companies used less than 20 per cent, 
and fifteen companies used to exceed 30 per cent. While the 
item of taxes in the foregoing computations is at all times in- 
cluded in the total of management expenses, it is apparent that 
it has been but a drop in the bucket. 

It is easy to understand that the application by such com- 
panies to le^slatures for the reduction of taxes was but a "far 
cry," and made little impression upon legislatures and State 
officials who had reason to fear that the reduction of taxes 
would inure to the benefit of dishonest officials rather than to 
the reduction of premiums to the policy holder. The argument 
that the tax was a burden upon the policy holder did not appeal 
strongly to the State officials, who could by simple calculation 
show that an unapportioned and apparently unnecessary surplus 
of one of the great American insurance companies was sufficient 
to pay all the taxes for all the companies in all the States for a 
period of six years. 

There is another very important element of the insurance 
premium which should be the subject of reduction and which 
will necessarily occupy the attention of legislators, in conjunc- 
tion with the reduction of the burden of taxation. It is recog- 
nized in the item commonly known and reported as "savings in 
mortality." The defects in modem mortality tables, to which 
we shall call attention, have two results: One, a large savings 
in mortality reported by the companies; and the other, great 
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augmentation of reserves which has received no attention from 
anybody. 

The combined Actuaries' Experience Mortality Table was 
compiled in 1843 by a committee of English actuaries^ and was 
based upon the experience of EngUsh companies up to that 
time. The American Experience Table was formulated by 
Sheppard Homans in 1865, and was based upon the experience 
of the Mutual Life Insurance Company of New York. These 
two tables have come to be recognized bases of practically all 
calculations of premiums. Very naturally the rates of mortality 
shown by the American Experience Table of 1865 are about 
10 per cent lower than those shown by the Combined Actuaries' 
Table of 1843. The change in conditions of living, progress in 
the science of medicine, surgery, sanitation, sewage of cities, 
restraint of epidemics, and in other matters looking to the pro- 
longation of human life between the years 1843 and 1865, was 
scarcely worth noticing, when compared to the tremendous 
progress made in this country since 1865. 

The last forty years have been replete with discoveries, im- 
provements and inventions looking to better conditions of liv- 
ing, and different authorities estimate that the average human 
life, without reference to insurability, has since 1865 been pro- 
longed from five to nine years. In the construction of the 
American Mortality Table all doubts were resolved in favor 
of the company. It was very proper that the company should 
estimate its death rate a fraction too high rather than a frac- 
tion too low, and premiums have been calculated upon those 
tables with absolute safety at all times. At no time in the his- 
tory of life insurance companies has the rate of mortality been 
greater for any prolonged period than shown by those tables, 
and the life insurance companies have operated under them with 
absolute safety, in so far as mortuary demands are concerned. 

As before stated, practically all of the insurance premiums 
charged by the companies now doing business are based upon 
either the Actuaries' Combined Experience Table or the Ameri- 
can Mortality Table. It is evident that if the average insur- 
able Ufe has been prolonged five years since 1865, and if pre- 
miums are computed on a basis of those tables, the company, 
if it has obeyed the requirements of the mathematics which it 
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has applied, is ready to pay its matured claims five years sooner 
than the policy holder actually dies, and that the policy holder, 
consequently, in case of a continuous payment policy, has paid 
five premiums more than were required to mature his policy. 
The company, therefore, has had in its possession for investment 
the proceeds of his policy for five years longer than it expected 
to have it, according to the mortality tables, and he has paid five 
more premiums than it expected him to pay, according to the 
same mortality tables. The experience of the insurance com- 
panies in recent years has verified our conclusion that the mor- 
tahty tables now in use show too high a rate of mortaUty. 

In 1905 thirty-one out of forty-two of the large American 
companies realized less than 80 per cent of their expected mor- 
tality. Eighteen of the same companies realized less than 70 
per cent of their expected mortality, and five companies less 
than 55 per cent. The annual report of the State of Connecticut, 
upon life insurance companies for 1908, shows that of twenty- 
eight of the greatest American insurance companies, twenty-one 
realized less than 78 per cent of the expected mortality, and no 
company experienced over 85 per cent of its expected mortality, 
unless the company was the writer of industrial or sub-standard 
business or had acquired a large number of impaired risks by 
the indiscriminate writing of "flyers," which persist only when 
the risk becomes impaired during the first year. These large 
annual savings in mortality are indicative of reserves greatly 
in excess of the demands of solvency. 

Representatives of insurance companies in general will at- 
tempt to refute any assertion that rates are too high, except 
as to the portion necessary for taxes. Many ingenious argu- 
ments have been circulated by the companies contradicting this 
view. The universal conclusion, however, of such argimients is 
that the companies must maintain surplus suflScient to meet 
emergencies, and that surplus not needed can be distributed to 
the policy holder in dividends. It is true that many companies 
make annual distributions which materially reduce the cost of 
insurance. Many others of our powerful companies have not 
done so, excepting under legislative compulsion. 

With so many apparent reasons other than unjust taxation, 
for the existence of an overcharge in insurance premiimas, it 
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may be understood that legislatures have not been swift to yield 
up an important source of revenue, at the solicitation of the 
managers of insurance companies who have not been able to 
''make a good case with the jury." Within the last few years, 
however, the public sense has been aroused upon the subject 
of economy and good management in the business of life insur- 
ance. The policy holder has had somewhat of an education 
as to his rights. 

The State of New York, imder the Armstrong law, has im- 
posed conditions upon companies doing business in that State 
which, like the first l^al reserve law enacted by the State of 
Massachusetts, immediately compelled the observance of like 
conditions by all companies who would be decent competitors, 
whether] doing business in the State enacting the law or not. 
The efiFect of the lime light of publicity and of the remedial 
legislation in New York and in other States upon the annual 
showing of the companies is worthy of remark. 

Policy holders have at once come to realize the difference 
between a good policy in a well-managed company and a de- 
ceptive policy in an extravagantly managed company. The 
companies which have had a long life of prudent management 
have been relieved of dishonest competition which was most 
expensive to all. The statistics for the year 1908 show that 
thirteen of the largest companies in the United States have 
reduced the ratio of management expenses (including taxes) 
to the total income to less than 16 per cent, and twenty-three 
companies use less than 20 per cent of their total income for 
such expenses, and no reputable and well-established company 
has used more than 20 per cent of the total income for such 
expenses, unless it is engaged in the writing of industrial or other 
expensive forms of life insurance. 

The defendants of the old regime of fraud and extravagance 
assert that this reduction of expense is wholly on accoimt of the 
reduced amount of new insurance, which is very expensive. 
This explanation accoimts for only an inconsiderable part of 
the reduction, which a careful examination of the reports of 
the different companies will be found to be attributive to econ- 
omy and wisdom. Not only do the reports of the insurance 
companies give evidence of the results of these real reforms, but 
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multitudes of policy holders have received unheard-of dividends 
and have been notified of unexi)ected accumulations to their 
credit. 

Attention has been called to the foregoing facts for the pur- 
pose of indicating the appropriateness at this time of inaugurat- 
ing a general movement for further reduction of the overcharge 
contained in insurance premiums by reducing the so-called 
taxes assessed by the States and municipalities. While legis- 
lators will be slow to abandon a constant and easy source of 
revenue, insurance managers can go to the legislatures with 
their annual reports for 1908 and 1909, and with the pride of 
achievement can make an earnest argument for recognition on 
the part of the State of one of the manifest inequities expe- 
rienced by the policy holder. 

A concerted movement should be inaugurated by the com- 
panies themselves for a conscientious and safe revision of the 
antiquated mortality tables, and there should] be presented to 
the legislatures, with the request touching taxation, a new 
mortality table which will furnish a just basis for the calcula- 
tion of premiums. When the question of taxation is presented 
by publicists, insurance companies and policy holders, acting 
together, and showings are made of honest management, good 
returns in dividends and a new and modem basis for the com- 
putation of premiums, the State governments will be ready to 
exchange the benefits to the State of such taxation for the 
greater benefit to the insuring public to be derived from such 
reforms. 

It is said that insurance commissioners and other State 
officials stand spellbound in the presence of the revenue-pro- 
ducing power, and have not the moral courage to advocate a 
remedy resulting in an increase of direct taxation and in a 
resultant rebuke of the party in power at the next election. 
This statement has been refuted by the open protestations of 
many well-known insurance commissioners and their declara- 
tions in convention against the prevailing system of taxation. 
The most effective method of reaching the result is by the edu- 
cation of policy holders. 

The education of the policy holder to the fact that he is en- 
titled to the incidental profits of his contract as well as to the 
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payment of the principle on maturity will go far towards cul- 
tivating an irresistible sentiment upon this question. The 
men who pay the premiums also enjoy the elective franchise and 
constitute the great majority of those who pay direct taxes for 
the maintenance of government. The policy holders, who are 
the people, will compel the change when persuaded that they 
will be the beneficiaries of actual results. Convince them, and 
the work is done. 
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TAXATION OF LEVEL PREMIUM LIFE 

INSURANCE 

By Joseph A. DeBoer 
President National Life Insurance Co., Montpelier, Vt. 

This paper will deal exclusively with taxation of level 
premium life insurance companies, giving no consideration to 
fraternal associations, building loan societies or assessment 
concerns. By a level premium life insurance company is meant 
one which, in consideration of a fixed premium, agrees to dis- 
charge a specific life insurance service and, in connection there- 
with and incidental thereto, makes guarantees in its policies 
of non-forfeiture and collateral availabihty, its entire service 
being based upon the mathematical doctrine of net valuations 
and statutory reserves. 

Such a company, in order to maintain its working assimip- 
tions and all the requirements imposed by law in the calcula- 
tion of its liabilities and solvency from year to year, is com- 
pelled to secure a proper volume of new business in order to 
maintain the averages of both the natural and economic laws 
to which its guarantees stand related. This usually compels 
the company to regard an interstate business as essential to 
permanency of experience, apart from any natural desire to 
distribute its services as broadly as possible. 

An interstate business, in turn, obliges the company to 
observe all the legal requirements as to accounting, agency su- 
pervision, investment hmitations, tests of solvency, standard 
policy provisions, adjustments of contracts, publicity and taxa- 
tion. In other words, the company to which this paper relates 
represents an institution of life insurance founded upon the 
most exacting actuarial science and directed by all the require- 
ments of laws, without regard to their character or variabl^ess, 
as now existing in the different States. 
K 129 
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Both so-called mutual and stock companies are included, 
but all other concerns are discarded for the reason that the 
strength, public service, demonstrated experience and vast 
asset holdings, as well as the income and outgo possibilities, 
of these old level premium companies properly group them by 
themselves in any study of the problems affecting their taxa- 
tion. Besides, the taxation of life insurance by the different 
States has developed historically in connection with the rise 
and progress of these great and useful companies during the 
last sixty years. 

Recent History of Taxation 

The subject has been constantly to the front, especially dur- 
ing the past four years, having had the attentions of life 
insurance commissioners, life insurance executives, the Ameri- 
can Bar Association and practically every legislative assembly. 
Academical experts have studied the subject and advanced 
their views, and special efforts have been set forth by the busi- 
ness affected to interest the public or the policy holders them- 
selves in the subject, but with wholly insignificant results. 
The subject is hard to deal with in a satisfactory public man- 
ner. From its very nature it involves intricate mathematical 
concepts, complex State practices, mixed company views and 
varied ideas of expediency arising from the wants and desires 
of a given writer. 

The comparative side of the subject has been touched by a 
reference to England, Germany and Holland, and to their 
greater respect for life insurance services to the State and to 
their less exacting taxation, but it is not to be expected that 
the various States will be governed to any practical extent by 
any allusion to the practice of foreign lands. The sentiment 
of the question has been touched forcibly, one writer calling 
life insurance taxation ''burdensome and imjust," another 
declaring it to be "a monstrous injustice," a third advancing 
his criticism to the status of "a brutal injustice," while a 
fourth — and these are all quotations from most eminent 
writers on the subject — fails to understand "why the State 
should tax transactions which equalize losses." In short, the 
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subject has been pushed through the underbrush of all sorts 
and conditions of arguments, the widow and orphans, diminished 
poorhouses, independent old age, increased individual credit, 
non-imiformity expense, local inconsistency, double taxation, 
competitive disadvantages, vicious reciprocal laws, a burden 
upon policy holders and a charge upon love and thrift in excess 
of the costs of State supervision. The sentimental, altruistic 
side of life insurance and the self-dependence of the citizen 
will always exist, but the very growth in assets of the life in- 
surance companies has raised the legislative interrogatory of 
securing for government a share of taxation upon the property 
without regard to the purpose for which it is accumulated or 
the sources whence it is derived. 

The subject has passed long ago out of any question of no 
tax on life insurance. The question now is, how much of a 
tax, what shall be its form and how uniformly can it be ap- 
plied in this necessary interstate budness in order to conserve 
policy holders' equities, mutual practice, inexpensive account- 
ing and the mathematical theory upon which the business, all 
statutory reserves and all policy guarantees exist. 

Arguments against Taxation 

It is declared that a sound tax system should attack in- 
crease of wealth but not a system of adjusting losses. This 
fails to admit that life insurance operates to increase wealth 
by saving it and to increase its use and value through a scien- 
tific scheme of its distribution by exchange. It fails, also, to 
admit that the business through its prudent husbandry of 
enormous wealth has greatly increased the competitive forces 
in that wealth and, in some directions, brought it into com- 
petition with other forms of organized capital and wealth. 
The tax, therefore, whatever its proper form may be, is not 
levied merely on the system, the occupancy or the franchise, 
but on the wealth or its evidences, although the nature and 
origin and the ultimate uses of a given amount of wealth must 
be considered in any equitable and statesmanlike system of 
taxation to be applied thereto. 

It has been argued, also, that for every $100 paid in death 
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losses there are $6 paid in taxes. This is an interesting fact, 
but it omits reference to the other forms and amounts of serv- 
ice which life insurance supplies in the way of cash surrender 
values, matured endowments, life annuities, policy loans, lapse 
values, stock dividends, surplus savings upon the assumptions 
and the sums disbursed in the care and management of the 
business. 

- There is a just distinction to be made between the primitive 
form of assessmentism insurance and the more highly organ- 
ized form of level premium insurance with its accumulation of 
reserves. The first represents a widespread effort to get some 
kind of life insurance at a minimum price within the reach of 
the mass, while level premium insurance, which has demon- 
strated certainty of accomplishment, is obliged by its very 
nature to amass wealth. The tax, whatever form may be found 
proper, should be laid in lieu of all other taxes upon that wealth. 

It is also urged that the tax imposed, now well up toward 
2 per cent on gross premium income, is a tax on policy holders 
upon the privilege of insuring themselves. In discursive argu- 
ment almost any kind of special plea may be advanced and 
even reasonably maintained. This argiunent, however, is a 
too broad distribution of the middle term. All taxes are paid 
by the consumer, the user or the person served. A man pays 
the tax on the property he occupies through rent and pays a 
tax in creating a life insurance estate through his premium, 
but the argument that the latter is a tax on the privilege to 
insure is no sounder than it would be to argue that a man 
pays a tax on the privilege to rent. The tax is imposed upon 
wealth and its supervision, and to provide ways and means 
for the government, precisely as the companies themselves are 
forced to tax their income for expense accounts of a great 
variety in order to insure their own stability and growth. 

The main argument advanced against taxation of the life 
company is that the policy holder pays the tax, the inference 
being that, if the policy holder understands this fact, he will 
combine with his associates everywhere and destroy all laws 
now taxing the business. 

- I have always held to the reverse of this proposition, believ- 
ing rather that his sole question would be one of a square, 
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umfonii; equitable and reasonable deal in the matter, and not 
one of how to break down utterly what many States now look 
upon as a sure source of revenue. The policy holder pays for 
everything — the risk, expense of management, taxation, pub- 
licity. State supervision, stock dividends, either out of his 
premiums or out of interest derived from the investment of 
their reserves. He is practically more interested (and most 
interested) in the net costs otherwise of his life insurance 
service and its certainty of performance than in these incidental 
matters of taxation and fees, so that it is not to be expected 
that any cure of existing evils can be hoped for from that 
source. Supervision itself must supply it. 

There is also an argument against taxation of the life com- 
pany founded upon the conception that it makes so much for 
human betterment as to entitle it to be exempt. This is a 
dangerous ground to take, considering the expenses involved 
in its application, the dividends paid on capital stock, the 
competition in rates on invested capital and the enormous 
cancellation accounts. 

For over twenty years I have referred to life insurance, bs I 
now do, as possibly next to religion, a superb educational, 
moral and self-sustaining force; but human existence has also 
been benefited by agriculture, transportation, manufacturing 
and public services of various kinds, all taxed, and life insur- 
ance cannot, on the ground of its service, expect to escape taxa- 
tion, but may demand with strict justice that any taxation of 
its occupancy or resources shall be equitably and reasonably 
laid. 

A Form op State Cooperation 

The argument that life insurance conserves the production 
of wealth and renders it more constant has been made the 
basis of a claim that it should not be taxed, as representing 
a higher form of State and national cooperation. However 
significant and true this statement is, it cannot dispose of the 
average legislative idea that concrete wealth, to whomsoever 
belonging or from whatever source derived or for whatever 
purpose held or disbursed, should bear its share in the burdens 
of government. 
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The payment in advance of the required premium is essen- 
tial to the success of the scheme, which in turn creates reserves, 
and these enter into investment competition and become a 
large part of the world's work, but, as now done, the insured 
controls his equitable share in these funds. With him, there- 
fore, it is not a gift, but a purchase under free choice and a 
provision for his own well-being. His motive is not a reason 
for exemption, since, clearly, he is inspired by considerations 
of self-care and family support in all the operations of his 
Ufe. 

The tax must concern itself with being just and reasonable 
in its relation to all other subjects of taxation. It must not 
be confiscatory nor so unevenly or irregularly applied as to 
make its payment confused and difficult in the practical opera- 
tions of the companies or in their mutual accounting for experi- 
ence results. 

This disposes also of the claim that life insurance has become 
a branch of government, growing out of the extent and social 
values of its vast transactions. In fact, however, only a 
fraction of our citizens live under its provisions, while govern- 
ment neither practically directs nor guarantees it. It is 
neither eleemosynary nor a branch of government, but a serv- 
ice to the public, subject to State supervision. If, as is un- 
desirable, life insurance should become a branch of public 
service, it would pass out of taxation and become an enforced 
insurance service, a suggestion entirely out of harmony with 
our free institutions and one which involves the most danger- 
ous political and economic problems imaginable. 

There is much merit in the claim that so much of the premium 
as directly or indirectly enters into the payment of death losses 
should not be taxed. In general, however, all the arguments 
so far considered against all taxation of life insurance may be 
considered as imperfect and as rather constituting strong 
reasons for considerate and friendly treatment by the State 
governments, upon the basis of a tax which shall be reason- 
able and right. It must distinguish between companies organ- 
ized for profit and controlled by capital and those other forms 
of organized effort controlled by insurance or regulated by 
principles of fraternity or assessmentism; and it must also be 
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remembered, apart from the existing heavy, burdensome, dis- 
criminating and mixed taxes now paid by the companies in 
cash, that they are also indirectly taxed as a whole through 
the limitations placed upon them by law in their investment, 
insurance and policy work. 

One Solution Discussed 

One solution of a just life insurance taxation has been offered 
by an official of large experience and an unusual reputation in 
his business. He suggests that all the annual premiums, new 
and old, received within a given State be decreased by the 
costs of insurance, by commissions to its citizens, by death 
claims, by dividends, by new investments in real estate, mort- 
gages, bonds of railroads and of other companies, and that the 
balance be taxed ''at a rate comparable with taxes upon other 
property." 

This form was advanced as a substitute for all other taxa- 
tion, and it was urged upon the ground that it would be equi- 
table, non-discriminatory and free from uncertainty. I think 
that this is not the case. Such a practice would invite manip- 
ulations in the values to be taxed through investments, would 
render uncertain and more varied the tax items which already 
maintain, would tend to wipe out State revenues from life 
insurance taxation upon companies doing a small new business 
and upon companies having a large old business, would raise 
the utmost problems as to mutuality in the distribution of ihe 
tax costs and would create questions between States, counties, 
cities and towns as to their respective interests in any tax 
income based upon an average property tax. 

Such a plan would invite competitions in methods by which, 
through a distribution of insurances and investments, coupled 
with a regard for prevailing property taxes, the entire taxation 
situation would be much further confused than it now is. 
What is eminently necessary is a simplification in the taxation 
of life insurance by the several States, — a plan that is clear, 
easily to be understood, uniform in its application, one that 
will regard the business, as it should be, as a taxation subject 
by itself, on account of its nature and public services and 
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with due distinctions to be admitted for intranstate and inter- 
state operations. 

No proposition of reform seems to me desirable which does 
not have regard to uniformity, simplicity, equality, ease of 
accounting, probable persistency over a long period of time 
and a non-confiscatory amount, and hold in view the existing 
legal requirements as to solvency, distribution of surplus or 
savings, standardized policy provisions, limitations on invest- 
ments and the necessary costs of management. 

This brings examination of the subject up to the question 
of the views held by State officers in charge of its supervision. 

Tax Opinions op Insurance CoBfMissiONERS 

There have been current expressions on the subject by life 
insurance commissioners dating no farther back than May 
last. Expressions from Southern and Western States dominate 
because their officers have of late been unusually active in 
directing life insurance thought. Taxation has been agitated 
everywhere, however, during the last four years. The sub- 
stance of these discussions is practically covered in the course 
of this paper because essential to any correct consideration of 
the subject. 

Reducing supervisory opinions to their lowest terms, we 
find the following conclusions: that where cities need money 
they will not easily yield their hold; that the tax should equal 
only the costs of State supervision; that taxes should be re- 
duced in reduction of rates; that a fair tax would be 2 per 
cent on premiums, less losses and dividends, in lieu of all other 
taxes; that domestic companies should either be exempt or 
else lightly taxed under some arrangement of reciprocal laws; 
that State uniformity is impracticable; that national super- 
vision is superior to that by States; that taxation should be 
controlled by the State and not by its subdivisions in any 
degree; that a tax on reserves was an historic error and is 
now wisely declined; that the business should pay for its inter- 
state privileges but not out of proportion to other interests; 
that as the policy holder pays the tax he should not be sub- 
ject to increase or to discrimination; that Ufe insurance taxes 
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should be made as light as possible; that the existing average 
of about 2 per cent on premiums is about right; that the busi- 
ness should pay the average rate of other property; that 1 
per cent on gross premiums and local taxes on real estate is 
sufficient; that taxation is impersonal and should be simple 
and uniform; and that the States and not the United States 
are entitled to the tax. 

This summary indicates that life insurance may not hope to 
escape some form of taxation, that the chance of uniform treat- 
ment is remote, and that the serious added question has arisen 
of coequal rights in life insurance as a subject of taxation 
between the federal government and the States. It has been 
stated that the Commissioners in general favor a tax which 
shall equal only the costs of supervision, but such an average 
opinion, if it exists, has not tangibly expressed itself in recom- 
mendations or submitted bills. So far as State supervision is 
concerned, the case stands in favor of taxation, no actual 
exploitation of reductions and no definite steps in support of 
uniformity. 

Upon the whole, the case of the companies has not been 
better stated than by Mr. A. C. Pleydell, the Secretary of the 
New York Tax Reform Association: 

"The principles of taxation which apply to ordinary busi- 
ness apply to insurance. Taxes on business add to the costs 
of conducting it, and are shifted to the customer. License and 
gross premium taxes are paid by the policy holder through in- 
creased cost of premiums. Taxes on accumulations, so far as 
they fall on values due to thrift and labor, discourage savings 
and production. The theory is still held in many places and 
is embodied in most State constitutions that everything which 
has value ought to be taxed. The way to combat the demand 
for insurance taxation is to point out the injustice of the at- 
tempt to tax everything at its selling value regardless of its 
character, its benefits to the State or the benefit received from 
the State." 

This is correct so far as it goes, but the cogent fact remains 
that an unusual and unprecedented agitation of these matters 
during the past four years has developed no improvement but, 
rather, in addition to former burdens, the government of the 
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United States now places a tax of 1 per cent upon net earn- 
ings, as defined by the new tariff law^ while an actual tax paid 
of substantially $15,000,000 per annum in excess of the costs 
of supervision by the States has not incited membership com- 
ment in any degree. If their minds were aroused to action, 
they could and would influence action in their officers, but, as 
it is, the officers of State must themselves lead in reforms. 

Expert Opinion on Life Taxes 

The daily press has given insignificant attention to the sub- 
ject. The professional press had an opportunity afforded it 
to discuss the subject in the early part of 1909 in review of a 
special meeting on tax matters, in December of 1908, of the 
Association of Life Insurance Presidents. I have examined 
the files of twenty-nine representative papers. Their reports 
of the discussions are adequate, but there is found no general 
attempt at anything like a critical editorial review. This 
phase of the question is sufficiently covered by a single quota- 
tion taken from The Weekly Underwriter: "The subject was 
treated in an exceptionally able paper by Professor Zartman 
of Yale University" and its article concluded that, with so 
much attention "from competent sources, it would seem that 
a well-matured policy for a satisfactory understanding with 
the tax-making power would be reached." The authorities 
referred to included Professor Zartman, who advocated taxa- 
tion of the reserves. President Dryden, who advocated no tax 
in excess of supervision costs, and Manager Cox of the Presi- 
dents' Association, who advocated the practical system of a 
tax of 1 per cent on the premiums. 

The academical, the financial and the reform view points 
are thus presented in their simplicity, but the argument of Mr. 
Cox is so descriptive of the average position assumed by men 
engaged in the business that it is entitled to a very condensed 
restatement here: Life insurance can be conducted only by 
companies. The public requires them to live indefinitely. 
They must grow and expand. The court, under Justice 
Bradley, has held that they should be able to transact busi- 
ne8s[,in different States. Sunmer is quoted, that a life premium 
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is itself a tax. The rule already is to tax premiums, except 
in Massachusetts, and such taxation is construed as a franchise 
tax. The net premium is considered as fair a measure of the 
tax as any other, and meetings of international associations are 
cited as in favor of a tax upon net receipts; namely, gross in- 
come less death losses and other payments made to policy 
holders. The conclusion is, apparently, that a uniform tax, in 
lieu of all others, of 1 per cent on net or gross premiums would 
be a reasonable and permanent solution. 

The gradual evolution of professional opinion in favor of 
this conclusion also represents the gradual admission that the 
State does and may justly regard the vast assets in possession 
and their influence upon the economic problems of the times, 
the significance of corporate and stock control and the indis- 
pensable need of conserving the scientific hypothesis upon 
which the business is organized and works. 

In connection with discussions of certain proposed tax bills 
in Wisconsin, upon the reserves as a basis, the following points 
were presented: That the abuse of State regulation is insig- 
nificant in comparison with the abuse of taxation; that life 
insurance does not create but simply exchanges and distributes 
wealth; that the history of life insurance taxation considers 
its taxation as a tax upon a tax; that there is no marked dif- 
ference between a tax on life insurance, savings banks and 
building loan associations; that taxation of the reserves breaks 
down the hypothesis of rates and values; that asset taxation 
bears unequally upon different constituencies according to theii; 
activity and age; that asset taxation induces cancellation; 
that a tax on surplus discriminates between citizens unless 
deferred surplus credits be treated as a liability; that reserve 
taxation unfairly deals with assets due paid-up insurances; that 
reciprocal tax laws are vicious and increase insurance costs; 
and that a solvent and continuous business cannot be looked 
for, as State and national needs require, unless the companies 
are permitted to maintain their assumptions and imify their 
practices and accounting and hold a reasonable amount of 
general surplus in support of same. 

All this is a fairly exact summary of life underwriting, ex- 
pert, official and editorial opinion, and brings our further con- 
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sideration of the subject directly to five concluding points: 
(1) Non-uniformity in taxation; (2) a tax on net earnings by 
the federal government; (3) a State tax on reserves; (4) a 
percentage State tax on premiums; (5) a plan for relief. 

NoN-UNiPOKM Taxation 

The life insurance business not only objects to the amount 
of taxes in cash and in excess of supervision costs which the 
States collect, but it also most earnestly protests against the 
great non-uniformity in those taxes and in their uncertainty, 
upon the broad grounds that its services to individual and 
State are mutual, coequal and coextensive, and that individual 
and State interests require its operations to continue upon the 
basis of an interstate comity and activity. The companies 
themselves present uniform rates, uniform policies, uniform 
dividend returns and uniform practices as regards privileges, 
changes, adjustments and settlements. They have, in some 
instances, at least, made uniform absolutely their pajrments of 
commissions and allowances for office maintenance, and, in 
short, are uniform on all counts of action save in this one par- 
ticular of diverse, unequal, inconsistent and uncertain taxation 
of the business by the several States. 

It is almost impossible to believe that State legislatures will 
not rouse themselves to the wisdom, as well as the duty, of 
imifying what is now such a mixed and unequal charge upon 
the business, thus crystallizing further a growing sentiment 
which has already, if the courts so rule, passed control, super- 
vision and tax participation to the federal government. 

Every life company discharging extended interstate service 
to the public is exposed to a State premium tax, to the pay- 
ment of State licenses, to State fees, to local taxes on its realty, 
to license fees of its agents, to additional taxes on premiums 
collected in a given county, city or town. Such taxes bear 
upon both premium and reserve accounts, upon general and 
special incomes, and will bear upon net earnings also if that 
phase of the new tariff law is declared to be constitutional, 
while the entire matter is yet further confused and rendered 
burdensome to the citizen by outstanding reciprocal or retalia- 
tory legislation. 
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The range in premium taxation is from nothing to 3 per 
cent, and said tax may fall upon the gross premium or upon 
the net| after allowing for dividends, losses or cash values dis- 
bursed. In general the percentage premium tax is levied upon 
the gross rate, and approximates close to 2 per cent on an 
average, which fact itself sustains the position that in the 
evolution of taxation practice the gross premium income has 
been most generally recognized as the simple, logical and most 
satisfactory basis of the tax on life insurance. 

The various, multiform State licenses range from nothing to 
$300, and are involved in very uncertain and unsatisfactory 
provisions for their pajrment and due discharge. The com- 
plicated fee systems of the dififerent States include fees for 
notary, for filing, for examinations, for copies of papers, for 
publications, for agents' copies, for examination of charter, 
for bonds of attorney, for the applications of agents, for care 
of deposits, for filing tax returns, etc., and of course they 
involve varying amounts. They indicate no harmony of pur- 
pose or understanding, no definite consideration by interstate 
conamissioners and no specific attempt by the executives of 
companies to secure what is so palpably reasonable and desir- 
able, a uniformity among the States. 

The question is not now raised of the propriety of licenses 
and fees but of their uniformity, nor are State supervisors or 
company officials criticised for lack of effort, it being pointed 
out merely that the great question of uniform life insurance 
taxation and imiform Ufe insurance legislation is now actually 
before the States. They must give it consideration and solu- 
tion if they either would not impair Ufe insurance service to 
their people or further yield to the encroachment upon their 
rights to charter and control the life companies and use them 
as a source of equitable State revenue. 

It is the stupendous burden of variability and non-uniformity 
and the expense of keeping pace with the demands, and even 
the exactions of the States, that has caused many a manager 
to favor a transfer of the supervision of Ufe insurance from the 
States to the federal government, which of late has mani- 
fested a disposition to step in where the State does not tread. 

Of course a non-uniform rate of tax on realty holdings is 
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correct, since that ought to be governed by the local property 
tax, but even in their case there are too frequent evidences of 
discriminatory valuations against the companies. The charge 
for an agent's license is also too uncertain and, while it carries 
with it the right to act in most States, yet it requires the sup- 
plement of certain local or municipal fees in Alabama, Arizona, 
California, Florida, Georgia, Kansas, Kentucky, Louisiana, 
Missouri, Montana, Nevada, New Mexico, Pennsylvania, South 
Carolina, Texas, Utah and Virginia. 

In most States the tax on life insurance is computed on the 
gross premium, and its pa3rment goes to the State, but, in 
addition thereto, the business has also been made a subject of 
taxation by cities or counties in Alabama, Georgia, Kentucky, 
Montana, South Carolina and Virginia. 

This widespread and grievous disharmony in the taxation 
and costs of supervision gives the business of life insurance a 
just ground of complaint, especially, as has been so often re- 
iterated, because its own rates, policies and practices are uni- 
form. It fairly calls for the adoption of an early and definite 
l^slative policy against the right, or propriety, at least, of 
any unit of government other than a State to tax this inter- 
state business, a policy in favor of making uniform license fees 
and departmental charges, and a policy, through the use of in- 
terstate comity, of effectuating by legislation a uniform system 
of main or leading taxation between the States. 

The New Cobporation Tax 

While life insurance trustees have been seeking relief from 
both exorbitant and multifarious taxation without success. 
Congress has added a further tax of 1 per cent on net earnings. 
It defines said earnings as inclusive of gross income less the 
ordinary expenses of management, losses incurred, costs of re- 
insurances and also such sums as may be required to protect 
statutory reserves. It does not appear to allow any offsets for 
increments in deferred surplus accounts or for dividends pay- 
able to policy holders in the next following year, whether such 
items are treated as liability in accounting or not. This tax, 
if declared to be constitutional, must needs be regarded as sub- 
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ject to a variable change in experience, and therefore it will 
bear unevenly, and it is also a further charge upon the indi- 
vidual insured member on the costs of his insurance. 

The so-called mutual life insurance company is not a profit- 
making corporation. It is not organized for profits. It repre- 
sents a science and art for the distribution of loss in money 
and opportunity due to death. It must, to be both safe and 
fair, have a legal basis for rate and value computations. It 
must, to insure persistency in its adherents, work upon the 
level premium plan. It must, to equalize costs, provide for 
some surrender charges in cancellation accounts. It must, to 
grow and live, expand its activities outside of its own chartered 
State. It must, to insure contract performance, charge higher 
rates than may be required by the hypothesis of the business. 
Its success and safety consist in an experience within those as- 
sumptions, but such experience does not represent a profit but 
a saving, and its return to the insured may be called a dividend 
or a surplus return, but it is actually the return of an essential 
overcharge. - - 

Technically, it may be argued that surrender charges on 
lapsed business and extra-tabular interest earnings in excess of 
what the reserves require represent an earning, and I would 
not dispute that claim. The contention is made broadly, 
however, that these companies, organized and conducted m 
the interest of individual and social service, are not organized 
for profit and should not be forced into the category of those 
which are, without regard to the services which the latter 
bestow. 

There is no objection intended here to a tax upon the capital 
stock or the dividends declared upon such stock, that being a 
subject of taxation by itself. It may even be admitted that 
the yearly increment in the general surplus of the mutual 
companies should be similarly treated, as representing their 
capital stock, but that these self-organized and self-sustaining 
institutions should be classified as existing for profits is a propo- 
sition to which assent cannot be given or allowed. 

There may exist considerations, not within my knowledge, 
for the imposition of this federal tax of 1 per cent. To me it 
seems to be another step in the confusion instead of the solu- 



Digitized by 



Google 



144 STATE AND LOCAL TAXATION 

tioA of an already unfair, impolitic and injurious S3rstem of life 
insurance taxation, which cannot be harmonized without re- 
gard for the classification of tax subjects and the extent to 
which each subject should be taxed. 

The situation in Vermont, for example, is one m which for 
nearly a third of a century the State has depended for its 
revenues upon taxation of corporations doing business within 
the State. An invasion by the federal government upon the 
same source of income impairs that source of State support 
to that extent, to say nothing of the adverse effects themselves 
upon certain forms of corporate service. It would have been 
correct and more conservative statesmanship for the govern- 
ment to have continued satisfied with its tariffs, stamps and 
excises and with its power to tax the States on population, for 
the States to have imified and consistently developed their 
methods of taxing corporations, and for municipalities and 
counties to have personalty and realty in situ and in domi- 
cile as their means of support. Such a classification would 
be consistent with the history and trend of taxation in the 
States. 

Tax upon Life Insubance Resebves 

It is an almost natural conclusion that a simple way out of 
the existing confusion would be to tax the reserves or the 
assets of the life insurance company upon some theory that 
they represent individual property or classes of taxation already 
taxed or that distinctions in taxation should be made for the 
different forms of term, life and endowment insurance. The 
reserves of the company usually represent the major part of its 
assets, and they are the property of the membership collectively. 
Each member may and does control the direction of his equity 
in the total funds, but he can exercise that control only by 
sacrificing his primary insurance. The reserves, as a total, 
exist to protect all the current and prospective policy claims 
and, as such, should not be individualized for local taxation 
purposes. Under any actuarialized system the rates are the 
mathematical equivalents of the insurances, and the reserves 
arising therefrom are^the measures of values for non-forfeiture 
guarantees. 
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If a tax be laid upon the reserve or the cash value as a prop- 
erty tax, and be made payable by the individual policy holder, 
it would result in such a mixed volume and increased cost of 
accounting and induce so much annoyance in the membership 
body as to break down the soUciting arguments and also to 
increase the cancellations of old insurance as to vastly impair, 
if not destroy, the business itself, or else it would force the 
use of policy forms which require no reserves at all, which 
system of life insurance has been disapproved by experience. 
If a tax on reserves were made payable by the companies, 
which method in such case would be proximately feasible, it 
would constitute an invasion of the hypothesis as to net in- 
come on invested reserves to that extent, and, in such case, 
considering the variable character and value of the legislative 
expectancy, it would require, in behalf of future certainty, a 
revision of the interest assumption, possibly even below the 
existing conservative reserve factor of 3 per cent, which stands 
adopted not merely for the sake of a positive solvency but 
also to insure and admit of the utmost care in the selection of 
investments. 

If such tax on the reserves, apart from its functional bear- 
ing on the calculation of net rates, reserve values and non- 
forfeiture options and the selection of investments, amounted 
as a total to such sum as would be a disproportionate part of 
the company's necessary expense account, it would necessitate 
a revision as to its assumptions for loadings on account of 
fixed charges and contingent experience. 

I do not advance the objection to asset taxation, that it is a 
double taxation or any form of multiplied taxation, or that, to 
a marked extent, it is a tax upon the stocks and bonds of 
municipal and State corporations, representing an investment 
in public services and themselves quite often locally non- 
taxable, because the fundamental concept is that all taxation, 
save poll taxes, is imp)ersonal as opposed to the ancient doc- 
trine of the pure property tax, with its accompanying provi- 
sions for exclusions, exemptions, offsets and evasions; a doctrine 
so grounded in popular ideas as to oppose to-day legitimate 
taxation progress and tax reform. The objection to a tax on 
reserves is based upon its impairment of the mathematical 
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hypothesis upon which life insurance has done its work, made 
its accumulations and expects to discharge its obligations, to 
which assumption it must annually respond in its accounting 
of statutory liability and for a full compliance with which, 
according to its composition, experience and asset holdings, its 
actuaries must direct and advise the companies with studious 
care. 

This working assumption as to the net interest factor, with- 
out regard to any demonstration of the current value of safely 
invested capital, is so important in its bearing upon the practice 
of insurance and the laws affecting its liability therefor, that 
it should not be impaired or made uncertain by any invasion 
of the tax-laying power. Such an invasion would be as posi- 
tive an interference with the capacity of designed factors in 
business to discharge ultimate policy obligations, as a tax on 
the right to farm or to do anything else would subvert the 
rights of individuals, unless the employment in such manner 
touches the interests of a State as to properly deserve its super- 
vision through the principle of license. And it may be sug- 
gested in connection that it is a law of economics, that the 
assets of life insurance should be automatically taxed in their 
enforced need of buying safe investments only. This fact has 
served to reduce the price of capital, to increase the credit of 
public securities, to advance the value of lands and safe city 
properties, and to equalize and solidify the exchanges of the 
world in every respect. It is impossible not to conclude that, 
while a tax on reserves seems easy and natural, it is inconsist- 
ent with the theory of the business, and also opposed to all 
modem conceptions of classification in taxation subjects upon 
the basis of their true value and relationship to the service 
and advantage of the individual and of society as a whole. 

Gross Premium Tax Advocated 

In conclusion of the subject, I advocate a uniform State tax 
of 1 per cent on gross premiiuns collected within each State 
and in lieu of all other taxes. This opinion is based upon a full 
review of taxation practice, expert opinion and the just obliga- 
tions of the business to the support of State government. Such 
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a tax can be readily computed and with a minimum cost for 
accounting. It would bear uniformly upon all forms of life 
insurance as an occupation or franchise tax. It would auto- 
matically tax progress and activity without impairing mate- 
rially any working or actuarial assimiption. It would adjust 
itself in practice as a charge upon the loading, where it prop- 
erly belongs as an item of expense. It would not be a burden 
but a reasonable tax, even upon a business which sc signally 
conserves the moral and economic life of the States. 

With few exceptions it is understood that State supervisors 
of the business^ accept this view, with a possible reservation 
as to the rate itself, induced thereto by their consideration 
of all the factors involved. They must be looked to for chang- 
ing the confused and incorrect system which now exists, since 
each in his own State, representing either a popular vote or a 
meritorious appointment, is competent to direct and influence 
the local acceptance of proper laws. 

The companies most earnestly demand the protection as 
well as the supervision of the State governments in behalf of 
the important interests which they administer, and they re- 
quire this all the more because both the science of life insurance 
and its practice have of late years been narrowed down to very 
slender margins of contingent safety. None of its working 
assumptions should be exposed to further strain. The States 
may need revenue, supervision must collect its costs, insur- 
ance may be admitted as a subject of taxation, and even Con- 
gress itself may tax its activity, its progress and its strength, 
but the rights, the needs, the desires and the welfare of the 
citizen policy holder also deserve consideration. 

The following recommendations are submitted for final 
consideration: 

1. That taxation of life insurance companies should be re- 
served to the several States. 

2. That the tax should be based upon the gross premium 
income in each State at not exceeding 1 per cent. 

3. That county and mimicipal taxation and their license 
fees should be abolished. 

4. That State fees for filing, publication, etc., should be 
made imiform in the several States. 
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5. That agents' licenses should be made uniform and not 
exceed the costs of an adequate supervision. 

6. That the use of interstate comity through the advices of 
State Commissioners should be substitute for reprisals through 
reciprocal and retaliatory legislation; and 

7. That there should be pubUshed in all insurance reports a 
full statement in detail of the income received by each State 
from taxes, licenses and fees upon the business of life insur- 
ance, with a statement of the cost to the State of its super- 
vision. 

The general adoption of these principles and practices will 
contribute, I am confident, to the well-being of these valuable 
and important institutions and at the same time deprive no 
State of any revenues to which and to increase in which it is 
justly entitled. 
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THE TAX ^URDEN ON LIFE INSURANCE 
POLICY HOLDERS 

Bt Frederick L. Hoffman 
Statistician, The Prudential Insurance Co., Newark, N.J. 

Life insurance companies are more heavily taxed than any 
other commercial interest, and the rate of taxation is increasing 
more rapidly than the growth of the business, which itself has 
been little short of marvelous. For many years appeals have 
been made to legislative bodies to refrain from a further im- 
position of taxes, but the arguments made have, as a rule, been 
ignored and treated with indifference and even contempt. 

The earlier conviction that life insurance should not be taxed 
at all, and which had been favored by the foremost of English 
and American statesmen, from Pitt and Peel to Daniel Webster, 
is now no longer tenable as a proposition in public finance, and 
the day seems to have passed when considerations of public 
morality and social economy had weight in the deliberations of 
legislative assemblies, determined to find new sources of revenue 
to meet the results of extravagance in public expenditures. The 
State having the power to tax, the power has been abused until 
a point has been reached where it is proper to speak with entire 
truth of the tax plunder of life insurance policy holders at the 
present time. And the end is not yet. 

For it is a plimder and nothing else, when the most prudent 
and unselfish class of citizens are compelled, through their in- 
surance institutions, to pay a premium income tax, and other 
taxes, fees and licenses of more than twelve million dollars a 
year as a forced contribution to the revenues of States in which 
they may not reside and from the government of which they 
may not derive any benefit whatever. 

life insurance companies or associations are not money- 
making institutions in the same sense as this term is used of 
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banks, transportation companies and mercantile undertakings 
generally, for while some are stock companies and others are 
mutual, and while still others combine both principles, it is an 
incontrovertible fact that they are not money-making institu- 
tions per 86, and that they have not been granted their charters 
for mere money-making purposes. 

The dividends which are declared and paid by stock life 
insurance companies are actually small in amount, practically 
uniform for a long period of years and they constitute but a 
relatively small item in the aggregate expenditures. The com- 
panies do not exist for the purpose of making money for stock- 
holders, or for making money for policy holders, but they exist 
primarily and solely for the equitable distribution of losses, 
which would otherwise fall with crushing force upon the unfor- 
tunate individual. 

There, however, are no objections to a tax upon stockholders' 
profits any more than there are valid objections to a reasonable 
tax upon the real and personal property of the companies,- 
required for the conduct of their business, but there are most 
serious objections against a substantial tax upon the premium 
income, or the gross or net income, as the case may be. 

Life insurance by its nature involves delicate and intricate 
calculations arising out of the science of life contingencies and 
the doctrine of compound interest, and the results anticipated 
may not be realized if an increasing rate of taxation deprives 
the companies of the normal earning power of money assumed 
in the original premium calculation. Since the premium is 
the basis of the contract, the amoimt of which itself is the con- 
tractual consideration, an increasing rate of taxation upon the 
premium income may impair the contract and to that extent 
make the fulfillment of contractual obligations impossible. 

Without making any special claim for life insurance as a 
social institution of considerable value to the State or the 
nation, it is generally held as an incontrovertible truth, sus- 
tained by the experience of every-day life, that life insurance 
is the only effective method of combining the value of system- 
atic savings with the benefits resulting from the principle of 
association through which adequate protection is secured against 
inevitable losses which would otherwise fall heavily upon the 
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individual and the State. The insured population, as a class, 
represents, therefore, a much more worthy and socially effective 
body of citizens than the uninsured, since the former are very 
much less liable to require State aid in poverty, and support for 
widows, orphans and the aged. In proportion as society ad- 
vances, the social duty of providing against the financial conse- 
quences of the uncertainty of life through insurance becomes 
more generally recognized, imtil the duty of insurance has be- 
come accepted as a imiversal principle of right conduct in the 
relation of the individual to society throughout the civilized 
world. 

The Increase in Insurance Taxation 

Over forty years ago this aspect of the business was clearly 
recognized by the late Elizur Wright, who, in the Massachusetts 
Insurance Report for 1867, and at a time when the tax upon life 
insurance was less than 1 per cent of the premium income, said: 
''Life insurance deserves the fostering care of wise and Uberal 
l^islation. It should be freed from all unnecessary burdens. 
Government should as soon tax its asylums and hospitals as to 
seek a gain or revenue from the deposits which foresight and 
affection has set apart for the protection of thousands among 
the most helpless of its own citizens. A tax upon life insurance 
is nothing more than a tax upon widows and orphans.'' 

The suggestion, unhappily, was not heeded, and the tax rate 
has gone up almost year after year, until it has increased from 
70 cents on every $100 of premium income in 1860, to $1.23 
in 1875, to $1.42 in 1890 and to $2.26 m 1908. The total sum 
paid in taxes, licenses, fees and for the cost of State supervision 
in 1908 was $12,352,292. This sum was equivalent to If per 
cent of the gross income of the companies from all sources, 
or equivalent to a rate far in excess of the corresponding rate 
of taxation imposed upon commercial interests generally. No 
store, no bank, no transportation company, pays taxes upon its 
gross income, and it must be self-evident to even the least in- 
formed or most indifferent, that the amount thus exacted bears 
a definite and important relation to the cost of the insurance 
sold. 
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It requires no extended argument to prove that in the nature 
of the business and by long-established practice and usage, the 
money thus exacted in the form of taxes would otherwise have 
been retiuitted to the policy holders, or would have accrued to 
their benefit in some form or other, for the object and sole pur- 
pose of reducing the cost of insurance. It is Uttle short of a 
preposterous farce for legislators to attack the companies for 
extravagance, or for failure to reduce expenses, when a con- 
stantly increasing tax burden is placed upon the companies, 
greater by far than any sum which could be saved by the most 
rigid economy in the expenses of agency or office adminis- 
tration. 

Life Insurance not for PnoFrr 

It will be argued, in defense of the present system, that life 
insurance ought to contribute its share to State revenue, like 
any other industry or commercial imdertaking, but Uf e insurance 
is totally different from commercial enterprises generally, in its 
objects and aims, as well as in its fundamental, theoretical and 
practical assumption. It does not exist, and the companies 
have not been formed, for profit-making purposes, and life 
insurance is not for gain, but for the distribution of losses, hav- 
ing for their object the protection of the family or the individual 
against the financial consequences arising out of the uncertainty 
of life. 

By its nature, the premium (so called) cannot be the exact 
equivalent of the ultimate cost, in consequence of which a re- 
distribution is made from time to time, in the case of partici- 
pating policies in the form of dividends, and in the case of non- 
participating policies in the form of voluntary concessions. 
This return is not a profit, but evidence of an overcharge, 
determined by subsequent experience and arising out of a more 
favorable mortality experience, or a higher rate of interest 
earnings or a lower rate of general expenses. Overcharge 
may be technically called surplus, but it is not surplus or profit 
in the commercial sense of the term, and to tax this overcharge 
is to take an imjust advantage of the most thrifty element of 
the population and to hinder materially, by increasing the cost, 
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the largest possible progress of this form of special protection. 
Therefore, to tax the premium income is to tax the policy holder 
unjustly, and every injustice in taxation reacts disastrously 
upon the progress of society itself. 

Still more of a menace to the future security of the companies 
is the proposal that a tax should be imposed upon reserves, 
so called, which constitute the fund set aside in compliance 
with law for the future discharge of contractual obligations. 
How that fimd must be accumulated, how it must be invested, 
how it must be conserved, is all a matter of statutory require- 
ment, and not a dollar can be diverted therefrom except through 
the taxing power of the government. To impose a tax upon this 
fund of 3| per cent, as has been proposed by the Governor of 
Wisconsin, would be to imperil, and to imperil with certainty, 
the future of Ufe insurance companies and their ability to carry 
out their contractual obligations with their policy holders. 

The Need of Tax Reform 

There is so much to be said upon this subject that, regardless 
of the fact that life insurance taxation has a Uterature of its 
own, much, if not most, of the work to bring about the neces- 
sary reforms remains to be done. Year after year earnest and 
able appeals have been made by authorities on life insurance 
taxation, but little heed has been given to their appeal for 
equity and justice in behalf of the policy holders' interests. 

Last year the whole subject was ably discussed before the 
Association of Life Insmrance Presidents, including contribu- 
tions by Professor Zartman of Yale, President Dryden of The 
Prudential, and President Smith of the Volunteer State Life, 
and a resolution was adopted urging Ufe insurance companies 
to interest their policy holders, as far as practicable, and to 
enlist their cooperation in a determined opposition towards a 
further increase in the tax rate and efforts to bring about a 
reduction in the rate. President Dryden argued in behalf of 
a uniform rate of 1 per cent of the premium income, which, if 
adopted throughout the country, would save the policy holders 
over five million dollars per annum. He called attention to 
the very much lower rate in certain European countries, and 
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in particular to (jermany, where the rate is only one-eighth of 
what is paid by life insurance companies in America. In con- 
cluding his able and comprehensive argument, Mr. Diyden 
said: 

''If the German Empire, with its vast burden of military, 
colonial and other expenditures far in excess of ours, refrains 
from taxing the life insurance policy holders more than a quarter 
of 1 per cent of the premium income, there can be no economic 
or political justification for imposing a tax of 2 per cent (eight 
times as much) upon the premium income of American life 
insurance companies. If the great State of New York, with its 
numerous State and municipal expenditures of all kinds, refrains 
from taxing life insurance companies more than 1 per cent of 
the gross premium income, I insist that there is no corresponding 
justification on the part of other States to tax life insurance 
companies at a higher rate.'' 

Some good, no doubt, has followed this appeal to the public, 
and strength has been given to the movement for organized oppo* 
sition towards a further increase in the rate. As stated by the 
General Council of the Association of Life Insurance Presi- 
dents: 

"In seven States, therefore, it has been proposed this year 
to increase the tax burdens of policy holders largely because it 
seemed to be an easy and effective way to raise revenue with 
little protest from those who pay the tax. It is pleasing to 
note in this connection that while bills were proposed that would 
have added in the aggregate by way of taxes at least $275,000 
annually to the expenses of the business, and therefore to the 
cost of Ufe insurance, the actual increase from the legislation of 
the year will amount to less than $25,000 per year. Even this 
increase will be offset in part by slight reduction of rates in two 
States. We believe that this favorable showing is largely the 
result of our efforts to prove to legislators that the taxes im- 
posed upon life insurance increase the cost, thereby discouraging 
a business which it is the duty of the State to encourage and pro- 
tect. The subject of taxation cannot, however, be dismissed 
from our mind when we consider the fact that at least a dozen 
States are facing large deficiencies in necessary revenue, and 
that under laws of recent enactment commissions will be 
required to consider the revision and readjustment of the tax 
laws in a dozen States within the next eighteen months. That 
the interests of policy holders as a class must be repreeented 
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before these commissions is manifest when we consider that they 
own their existence to the needs of several States for additional 
revenue, and the individual, who most generally does not know 
that he is bemg taxed, or, knowing, has no real opportunity 
to oppose, furnishes a most attractive mark for those who are 
seeking increased revenues/' 

Fbderal Corpobation Tax on Insubangb 

While some of the States have refrained from imposing further 
taxes, the federal government itself, through the sanction of 
C!ongress, has, for the first time in its history, imposed a tax 
upon the net income of legal reserve life insurance companies, 
including such companies in the same class as commercial under- 
taking? generally, organized and carried on for profit. Stamp 
taxes have been imposed on two previous occasions, first, during 
the Civil War, and second, during the Spanish-American War, 
— but they were war taxes and perhaps, as such, justifiable, in 
view of the urgent need for additional revenue. But for the 
federal government to impose a tax upon the net income of life 
insurance companies, during a time of profound peace and 
plenty, is but another evidence that most of what has thus far 
been done to oppose unjust insurance taxation has been of no 
avail. If the tax imposed is really for revenue-raising purposes, 
the Ways and Means Committee could easily have found other 
sources from which to derive the necessary amount which may 
be required for the needs of the government. 

If the tax has been imposed for other purposes than revenue, 
it is contrary to our theory of government, which does not give 
to the federal government the right and the power to achieve 
by indirection that which it is specifically excluded from achiev- 
ing by direct enactments. If the object of the taxing of life 
insurance companies is the same as it is alleged to be in the case 
of other corporations, and that is, to secure to the federal gov- 
ernment power and control over these corporations, through the 
medium of taxation, then the federal government will secure 
the right and the power of federal insurance supervision, 
which has been so strenuously denied to be within the meaning 
of the commerce clause of the Constitution. But whatever 
may be the object, whether for revenue or for control, the tax 
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is contrary to the interests of the policy holders, a hindrance 
to the business, and a menace to the future, with the ever- 
present possibility that, in addition to heavy State taxation, 
it may ultimately cause the companies to default in their obli- 
gations. 

Taxation in any form is but another word for State inter- 
ference with industry, and State interference is equivalent to 
State supervision and control. If the United States Congress 
has not the power to supervise and regulate insurance com- 
panies, then it would seem a gross abuse of the taxing power 
of the Constitution to use the same to attain an end which is 
otherwise held to be unconstitutional. 

Taxation should be for Revenue Only 

There can be no more sound principle in political economy 
and political science than that all taxes should be for revenue 
only and not for a hidden or ulterior purpose. That is not 
honest legislation (however honest the intent) which attempts 
to destroy, regulate or change by taxation what cannot be 
attained otherwise. Congress might have imposed a prohibi- 
tory tax upon lottery tickets, but Congress preferred to achieve 
the end sought by prohibiting to the lottery companies the 
use of the mails. 

I cannot do better than quote the foremost American au- 
thority on the theory and practice of taxation, the late Mr. 
David A. Wells, who observed that: 

"To seek to make taxation, which is a fit contrivance only 
for raising revenue, an instrument for effecting some ulterior 
purpose, be it ever so just and legitimate, to seek to use it for 
the attaimnent of any other object than the obvious one of 
raising money, is to lose sight of the fundamental principle of 
every free government, and to forbid all expectation of recog- 
nizing any other basis for the exercise of this great sovereign 
power of the State than expediency, which in turn will depend 
upon the actions, passions and prejudices of legislators who 
may not be the same in any two successive legidative assem- 
blies." 

The same conclusion is advanced by Cooley, the foremost 
American authority on the law of taxation, in the words that: 
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"A burden laid not for the purpose of producing revenue, 
but in order to accomplish some ulterior object, which the 
general government lacks the power otherwise to accomplish, 
comes under no definition of the word 'tax' which is recog- 
nized in public law." 

These objections are fundamental, and they require to be 
brought home to every American citizen who desires the con- 
tinuance of our form of government as it was estabUshed by 
the fathers and designed by the wisdom of able and disin- 
terested statesmen of earlier days. 

There is another point of view from which this question 
may be considered, and that is the moraUty of exacting a tax 
from the contributions of the most economical, thrifty and 
self-sacrificing of citizens, for the furtherance of more or less 
ill-reasoned projects of prodigal governmental expenditures. 
It would be vastly better and more conducive to the public 
interest if the federal and State legislators would concern 
themselves with proposals for retrenchment and economy than 
for further extravagance in the use of public funds. It appears 
to be an accepted axiom of governmental policy that the rule 
which applies to every citizen, not to spend more than his 
income, does not apply to government, and that enormous 
burdens may be imposed upon subsequent generations in the 
furtherance of State or national projects, many of which, if 
not most of which, involve a waste of public money rather 
than the achievement of any beneficial results.* Wells, quot- 
ing from Sharwood's "Legal Ethics," properly observes with 
reference to this point, that: 

"One grievous invasion of property and, of course, ultimately 
of labor, from whose accumulations all property grows, is by 
government itself, in the shape of taxation for objects not 
necessary for the common defense and general welfare. Men 
have the right not only to be well governed but to be cheaply 
governed — as cheaply as is consistent with the due main- 
tenance of that security for which society was formed and 
government instituted." 

* I may also quote the words of Mr. G. Cassel from his treatise on the " Nature 
and Necessity of Interest/' " that the world is not so rich that every demand 
can be satisfied" (p. 72). 
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And to this Wells adds the well-known words of President 
Cleveland in his Message of December^ 1888, that: 

''To the extent that the mass of our citizens are inordinately 
burdened beyond any useful public purpose and for the b^iefit 
of a favored few, the government, imder pretext of an exercise 
of its taxing powers, enters gratuitously into partnership with 
these favorites, to their advantage and to the misery of a vast 
majority of our people." * 

It is not my purpose, of course, to discuss the question 
whether the Federal Corporation Tax was proposed primarily 
for revenue-raising purposes, or for the vastly more important 
object of federal government supervision and control. The 
constitutionality of the tax will, imquestionably, be settled in 
the court of last appeal, and while the same conclusion may 
be advanced as in Gibbons vs. Ogden, that "Congress is not 
empowered to tax for those purposes which are in the exclu- 
sive province of the State," it is also well to recall that the 
Supreme Court has held that the judicial power cannot inquire 
into the intentions of Congress in imposing a tax; and that 
if injustice is done, the only remedy is in appeal to the legis- 
lative power that has inflicted it. But it is nevertheless equally 
probable that the Supreme Court would take cognizance of the 
general state of the public mind, and the public conviction that 
the Corporation Tax was not enacted primarily for revenue- 
raising purposes, but chiefly and perhaps solely to obtain for 
the federal government the right and power to control and 
supervise State chartered corporations. 

The Poweb to Tax is the Power to Destroy 

The federal Constitution, as interpreted by the Supreme 
Court, prohibits the State from taxing the agencies and in- 
strumentalities of the federal government, and by a like in- 
ference, according to Wells and other authorities on taxation, 
''The federal government cannot tax State instrumentalities 
or agencies," and among these there are none more important 
than State chartered corporations. If the federal govemmoit 

* "The Theory and Practice of Taxation," by D. A. Wells, p. 260. 
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can rightfully impose a tax of 1 per cent upon the net mcome 
of such corporations, it can impose any other tax it may deem 
necessary to accompUsh its purposes, and among these pur- 
poses in course of time may be the desire to destroy. If the 
federal govemmoit can rightfully impose a 10 per cent tax 
upon the circulation of State banks and destroy State insti- 
tutions as State banks of issue, it can in its discretion destroy 
all State chartered corporations, and among these, State char- 
tered insurance companies, by the imposition of a prohibitory 
tax. The principle has been laid down by the Supreme Court 
in the case of Weston vs. The City of Charleston, that ''If the 
right to impose a tax exists, it is a right which in its nature 
acknowledges no limits.'^ 

Aside from constitutional objections, there are, however, 
specific reasons why the federal government should not have 
imposed this additional tax burden upon life insurance policy 
holders. The total amount of revenue to be riused through 
the tax could have been obtained with equal facility through 
any one of the many stamp taxes imposed during the Spanish- 
American War. The tax mentioned certainly violates one of 
the canons of equitable taxation, as defined by Sismondi, the 
economist, that "Taxes should never touch what is necessary 
for the existence of the contributor." life insurance, under 
modem conditions, is an absolute necessity for maintaining 
the American standard of life and social security, and inexact 
proportion as taxes diminish the returns to policy holders, the 
cost of insurance is increased, and to that extent the largest 
development of the business is prevented. The human mind 
is so constituted that even an apparently slight difference in 
price will affect the purchase, and every possible reduction 
which can be made in the cost of insurance extends the sphere 
of life insurance operation. 

The facts of over-taxation in life insurance are, in brief, as 
follows: The 171 legal reserve life insurance companies trans- 
acting business in the United States in 1908 had a total in- 
come of $703,930,149, and a premium income of $545,858,410, 
insuring $14,518,952,277 of family and individual protection. 
The companies during the same year paid $12,352,292 in taxes, 
fees, licenses and the cost of State supervision, equivalent to 
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1.75 per cent of the total income and 2.26 per cent of the 
premium income. This enormous sum is a heavier burden of 
taxation than the corresponding burden placed upon any other 
large financial or commercial interest. In its final analysis 
every dollar of taxation is paid by the policy holders, and every 
dollar represents diminished utility of the true and ultimate 
value of insurance. 

A brief comparison of the actual facts of insiu-ance experi- 
ence will very clearly emphasize the truth and importance of 
the foregoing assertion. In 1908 the total amoimt paid in 
death claims to insurance policy holders was $164,698,388. 
Had there been no taxes or fees of any kind, the beneficiaries 
could have received $7.50 more for every $100 actually received 
in the form of claim payments. Or, to consider the subject 
from another point of view, during the same year there was 
paid out to life insurance policy holders $54,508,369 in divi- 
dends, so called, including what is technically a temporary 
overcharge and, in fact, a return of that overcharge plus the 
interest accumulations for the time during which the return 
has been withheld. If there had been no taxes of any kind 
upon insurance, the policy holders could have received $22.66 
more for every $100 actually received in dividends, and by just 
so much the true cost of insurance would have been reduced 
and the utility of this method of family protection would have 
been correspondingly enhanced. 

Foreign Methods op Insurance Taxation 

The fiifty-nine German life insurance companies in 1907 
received in premiums M. 498,434,000, and they paid out in 
taxes and fees of all kinds the sum of M. 1,222,000, or .245 
per cent of the premium income, against 2.26 per cent paid 
out during 1908 by life insurance companies in the United 
States. Had the American companies been taxed at the same 
rate in proportion to their premium income, they would have 
saved to their policy holders $11,014,939 during 1908, and 
$81,294,537 during the last ten years. The same fiifty-nine 
German life companies had a total income during 1907 of 
M. 656,606, of which the amount paid in taxes and fees for 
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government supervision was 0.186 per cent. In contrast, the 
American companies during 1908 paid 1.75 per cent of their 
total income in taxes, so that if they had paid in taxes in 
proportion to the total income by the German standard, they 
would have saved to their policy holders the sum of $11,042,982 
during 1908, and of $81,824,088 during the last ten years. 
- The burden of life insurance taxation in Canada is also very 
much less than in the United States — in fact, less than one 
half the average rate in proportion to the premium income. 
Twelve of the principal Canadian companies, with a premium 
income during 1907 of $18,801,814, paid out in taxes, licenses, 
fees and cost of supervision, $200,062, or at the rate of 1.06 
per cent. Had the premium income of American life insurance 
companies during 1908 been taxed at this proportion, the total 
amount saved to American life insurance policy holders would 
have been $6,566,193 during the year, or $45,050,584 during 
the last decade. 

Mention may also be made of the fact that the insurance 
tax ratio in Australia is much less than in the United States. 
The foremost Australian company, the Mutual Provident, in 
1907 had a total premium income of £2,061,067 sterling, of 
which it paid £28,736 in taxes of all kinds, or at the rate of 
1.394 per cent. Had the American companies in 1908 been 
taxed at this rate, they would have saved to their policy holders 
the sum of $4,743,026. 

In England, and in some other foreign countries, deductions 
are permitted to be made from assessments for income tax to 
the amoimt paid in life insurance premiums, but in England, 
for illustration, this amoimt must not exceed one-sixth of the 
net income liable to tax. In 1906-1907 the amount of income 
allowed to be deducted on account of life insurance premiums 
amoimted to £9,155,000, which at the average rate of Is. in 
the poimd, would have produced £457,750 of additional revenue. 
The amount thus freed from income tax was within two million 
of the amount exempted in the same manner in the case of 
charities, hospitals, and friendly societies. As a further illus- 
tration of the importance of this concession to life insurance 
policy holders in England, I may mention that in the five years 
ending with 1908 over £100,000 was returned to the taxpayers 
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on account of overpayments made in ignorance of this salu- 
tary provision of the law. 

The foregoing illustrations, derived entirely from official 
sources, will prove conclusively that other great nations have 
refrained from taxing life insurance to the extent that this 
interest is taxed in the United States at the present time. The 
Commissioner of Insurance of Texas is, therefore, in error 
when he makes the statement that: 

"There is no apparent reason for concludiDg that the average 
amount of taxation levied in European countries, directly or 
indirectly, in one form and another upon the life insurance 
business is less than the average tax levied in the American 
States." 

If the Commissioner had examined the revenue accounts of 
any single German life insurance company, he could easily 
have ascertained that the tax rate is very considerably less 
than it is in America, and also in the aggregate, as it was brought 
out in the address of Mr. Dryden, and as I have restated in 
my preceding remarks, the total amount paid in taxes of all 
kinds by German life insurance companies is .245 per cent, 
compared with 2.26 per cent of the premiimi income paid by 
American life insurance companies in 1908.* 

It is quite true that there are certain documentary stamp 
taxes required to be paid in various German states, as well as 
in other continental states and in England, but these are 
small in amount, they are paid directly by the policy holder, 
and they are compensated for, in a large measure, by the in- 
come tax exemptions, such as are permitted to be made on 
account of life insurance premiums paid in England and cer- 
tain other European states. 

It is not, however, so much a question of the method of 
taxation as the fact of the tax burden, and no German life 
insurance company at the present time pays directly or in- 
directly in taxes what is paid by American life insurance com- 
panies to-day. In Italy and some other countries the rate is 
high, and the progress of the business has been very slow, as 

* That is to aay, for every 24 cents paid in taxes by Qerman life insurance 
companies, American companies pay $2.26. 
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the result of the heavy taxes imposed. But in the greatest of 
the continental states, that is, Germany, where the imperial 
government is most heavily pressed for new sources of revenue, 
where new taxes have been imposed upon a large variety of 
interests and instnunentalities of commerce, including taxes 
on railway tickets, taxes on advertisements, taxes on gas and 
electricity, and increased taxes on tobacco, no additional bur- 
dens have been imposed upon life insurance, and, in fact, 
throughout the extended Parliamentary debates no one has 
proposed that the necessary revenue could be derived from 
the spoliation of the trust fimds of life insurance policy 
holders. 

Gross iNEQUALnr of Life Insurance Taxes 

Granting, however, for the sake of argument, the expediency 
of life insurance taxation, it remains to be proven whether 
the tax on premiums is equitably assessed upon the different 
classes of policy holders. It is an accepted rule in law that 
"While perfect equality is unattainable, only the statutes 
based upon false and imjust principles, or producing gross in- 
equality, will justify the interposition of the courts." It re- 
quires no extended analysis of the facts in the case to prove 
that a substantial tax upon premiums is productive of gross 
injustice in the case of one class of policy holders as compared 
or contrasted with another. 

In the nature of life insurance, the premium is the basis of 
the contractual relations between the insured and the com- 
pany, and out of the premiimi arise all the subsequent results 
to the insiu-ed, favorable or unfavorable, as the case may be. 
If the premium is insufficient, the contract cannot be carried 
into effect, and it is on this ground more than on any other 
that legal reserve life insurance is so immeasurably superior to 
fraternal or so-called insurance on the assessment plan. Since 
the premium is conditioned by the age of the insured and the 
subsequent after-duration of life, the premium is necessarily 
lowest in youth and highest in old age. That is to say, to ob- 
tain the same amount of insurance, a person of advanced years 
has to pay much more than a person of younger years. For 
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illustration, a Whole Life Non-participating $1000 policy costs 
$14.96 at age 20, and $38.83 at age 50. Now, a premium tax 
of 2 per cent is equivalent to 30 cents per $1000 of insurance 
at age 20, and to 78 cents at age 50. If that is not gross in- 
equahty and unjustifiable discrimination in taxation, it will be 
difficult to establish that point of view in a more satisfactory 
manner. 

The importance of this consideration of equality and justice 
suggests a somewhat more extended consideration of this 
point. A policy taken out at age 20 on the 20 Payment life 
Non-participating plan will cost annually $22.60 per $1000, or 
45 cents in taxes, when the rate is assimied to be 2 per cent. 
In twenty years the insured will, therefore, pay $9 in taxes, 
exclusive of the compound interest accumulation on the amount 
paid, if available for savings or investment. The same amount 
of insurance on the 20 Payment Life plan at age 50 will cost 
$44.99, and the average annual amount paid in taxes will be 
90 cents, or $18 during the twenty years of policy continuance. 
It is therefore self-evident that the man at 50 pays exactly 
twice as much in taxes as the man at 20, although the latter 
is in a much better position to pay the tax than the former. 
The disparity in the tax burden would naturally be still greater 
at higher ages. 

I cannot go into the many other evidences of inequitable 
taxation, the conflict of State laws affecting life insurance 
policy holders in different States, the evil results of retaliatory 
legislation, and the inequahty of burdens upon different classes 
of policy holders paying the same premium but not the same 
tax. Evidently, uniformity is most to be desired, but next to 
uniformity there should be permanency, and next to per- 
manency there should be reduction to a maximum of not more 
than 1 per cent. This is the rate which was conceded to be 
fair and equitable by President Dryden in his address before 
the Association of Life Insurance Presidents, and this principle 
may be said to conform to the sentiment and views of the 
majority of insurance commissioners, who have given to this 
subject very careful and deliberate attention. 

At the Annual Convention of Insurance Commissioners, 
which has just been held, the President of the AssociatioUi 
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Mr. Benjamin F. Grouse, Insurance Commissioner of Mary- 
land, after referring to the very exhaustive and strong report 
made by the Special Conunittee of the Convention at the pre- 
vious meeting, recommending conservatism in matters of taxa- 
tion and a reduction in the tax rate, said: 

''I think that we should not fail to reemphasize the main 
features of that report, and thus demonstrate that we propose 
to stand firmly in favor of a reduction of what we believe to 
be excessive taxation on those who, by their industry, thrift 
and frugality, are creating a fund for old age or in the event 
of death to provide for those whose support is gone. The 
insurance business should undoubtedly bear its fair and proper 
share of governmental expenses, but should not be burdened 
with heavy and excessive taxes simply because it can be done 
by hiding and covering them up in the premiums paid by 
policy holders or by reducing dividends which otherwise would 
be largely increased. I know how diflBcult it is to get legisla- 
tures to surrender a source of large revenue, such as the insur- 
ance business, especially when the expenses of government are 
greater than the income; but if the people who do the voting 
are clearly convinced that those who pay insurance premiums 
are paying excessive taxation on their savings, some relief will 
undoubtedly come." 

The time will come, undoubtedly, when people will realize 
and understand that they are paying the taxes imposed out of 
their premiums and that the ultimate cost of insurance is in- 
creased in exact proportion to the increase in the tax rate. 
They will understand and better appreciate the tremendously 
suggestive fact that since 1865 over $150,000,000 has been 
paid by life insurance policy holders in taxation of every kind, 
including licenses, fees, and the cost of State supervision. 
They will protest against double taxation, they will object to 
the State making insurance dear, while the companies by 
every means in their power are determined to reduce the cost 
to the lowest possible basis, and having come to an under- 
standing and a realization of the facts, the policy holders, as 
voters under our representative form of government, will not 
fail to make themselves heard and see to it that their objec- 
tions receive respectful consideration. 

Every State which imposes a tax upon the total premium 
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income of its local life insurance companies, or associations, 
violates one of the first canons of equitable taxation, which is 
comprehended in the brief statement that "The sphere of 
taxation should be hmited to persons, property and business 
exclusively within the political jurisdiction of the taxing 
power." As the taxes are now imposed in some of the States, 
the policy holders throughout the coimtry pay their contribu- 
tion pro rata towards the support of State governments in 
which they themselves have no interest and in which they 
have no advantage. That is certainly taxation without repre- 
sentation, and, as such, contrary to the fundamental ^concep- 
tion of American liberty. Such taxation violates the economic 
axiom that "No tax should be imposed by a State or govern- 
ment, except by the consent of the people from whom it is to 
be collected, either directly or by their authorized representa- 
tive in Ck>ngress, legislature, or Parliament, assembled." And 
such taxes, imposed under whatever circumstances, in what- 
ever manner, or for whatever reason, or by whatever taxing 
authority, are contrary to our accepted principles of political 
justice, and they should be resisted by all proper means as a 
menace to the future of our political institutions. 

It is equally unjust and in violation of the canons of equity 
in matters of taxation that a State should impose a heavy 
so-called franchise tax, which is but another term for exacting 
large amounts from the companies for which no equivalent 
benefit is rendered. In the everyday interpretation of the 
term "franchise" there is implied a special concession, a special 
privilege, or a special advantage, such as the right of eminent 
domain given to transportation companies, or the right of a 
semiHBonopoly given to public service corporations, but no 
such rights and privileges are given to life insurance companies 
in the granting of their charters. Seligman has defined general 
corporation franchises as "the mere privilege to act as a cor- 
poration," that is, the right to live or to exist as a corpora- 
tion, and for any State to impose in return for this right a 
so-called franchise tax of 1 per cent, or of an average of If per 
cent of the gross income, is a grave abuse of the taxing power 
and a serious injustice to the most thrifty and unselfish portion 
of citizenship. While a State, no doubt, has the right to im- 
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pose any condition it may see fit as a condition precedent to 
the granting of a life insurance charter, the State has no moral 
right at least to subsequently impose conditions which may 
make it impossible for the corporations to carry out their con- 
tract obligations. 

But a premium income tax conflicts otherwise with the 
canons of equitable taxation, in view of the accepted principle 
in all taxation, that '^The tax must above all possess the requi- 
sites of legality, of certainty, of Intimacy or equality, and 
of morality^' Granting, for the sake of arg^ument, that the 
Federal Corporation Tax upon insurance, and the State taxes 
upon the premium income, conform to the first four of these 
qualities, they certainly do not meet the last, or the requisite 
of morality. Every premiimi paid on account of life insur- . 
ance is already a self-imposed form of taxation, primarily and 
chiefly for the benefit of others, and indirectly a contribution 
to the welfare of the State. life insurance premiums are 
voluntary deductions from the family budget, which among 
the improvident, the reckless, the indifferent and the profligate 
are expended for drink, for tobacco, for amusement or luxuries, 
in disregard of every principle of economy. 

But if the principle of life insurance taxation is soimd, why 
does not the State impose a direct tax upon the payments to 
policy holders, which could be made to produce the same 
amount which is now exacted, but which in that case would 
be clearly apparent and readily within the understanding of 
the insured? Such a tax could be made progressive, so that the 
claims for small amounts might be exempt and the claims for 
large amounts be taxed in proportion to the wealth of the 
beneficiary. To raise the amount paid in taxes and for the 
cost of supervision during 1908, amounting to $12,352,292, by 
a direct tax on death claims would amount to 7| per cent of 
the claims paid in 1908. If such a tax were imposed, the 
policy holder would know, and know whom to hold responsible 
for a tax burden upon losses which is without a corresponding 
instance in the whole history of taxation. 

I may include here the sarcastic comment of the New York 
Sun, many years ago, when the tax burden was very much 
less indeed tJban it is at the present time: 
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"Iowa and Pennsylvania make life and death alike pay 
tribute to Csesar, and impose a toll on the entrance to the 
graveyard and a transit fee upon the avenue which leads to 
the 'place of skulls.' They will do better to raze from their 
statute books a law so contrary to public policy, so hostile to 
prudent provision for widowhood and orphanage. It does not 
strike at the life insurance companies, but rebounds upon the 
beneficiaries and their provision. If they will persist in the 
collection, we will ofifer a hint for their Committee on Ways 
and Means. When the body of the departed is composed in 
its shroud, let the coin upon the closed eyeUds escheat to the 
State and swell the current revenues of the treasury; and if a 
specific officer is created for the duty, he may be designated as 
the Collector of Pennies from Dead Men's Eyes." 

No one, to my knowledge, who has ever written on the sub- 
ject of insurance taxation has objected to the proper taxation 
of the real property held by insurance companies, and in 1908 
the American companies paid taxes for this purpose to the 
amount of $2,225,548, or 18.0 per cent of the whole sum paid 
out in taxes. The remainder of the taxes, amounting to 
$10,126,744, was paid upon premiums, reserve, surplus, etc., 
or as license fees for agents and the direct cost of State super- 
vision and examination. 

It is difficult to explain why so useful a person as an insur- 
ance agent should pay a license tax to carry on his trade, 
when a minister, a doctor or a social worker in a settlement, 
is not required to pay a similar tax, for their efforts for the 
amelioration of human distress are much in the same direction, 
and, broadly speaking, primarily for the same purpose of self- 
support. There is no more charity in the work of a doctor 
or a settlement worker than in the work of a life insurance 
agent, and to tax the latter and not the former is unjust and 
rank discrimination. 

Unjust Discrimination against Life Insurance Pouct 

Holders 

If the premium payments of life insurance policy holders 
may be taxed to the extent of 2\ per cent, why should it not 
be equally just and fair to impose a corresponding tax upon 
the receipts of hospitals, funds for foreign missions, churches, 
charities, settlements, etc. But, granting that these agencies 
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fall within a narrower definition of the term "charities," there 
certainly is no fundamental difference in the amounts deposited 
in savings banks, which are exempt from taxation in most of 
the States, and upon the annual deposits of which no legis- 
lature would dare to impose an annual tax of 2 per cent and 
more. To a considerable extent the savings fimction in life 
insurance performs the same purpose as in savings banks 
proper, being subject to the operation of the principle of com- 
pound interest, and whatever is taken from the one should, 
with equal justice, be taken from the other. 

And here it may be asked, by what right does the State tax 
life insurance premiums and divert to other uses the sums 
contributed for a specific purpose, chiefly a purpose coinciding 
with the aims and ends of government itself? A State has not 
the right to impose inequitable and unjust taxes, although it 
has the power, but the abuse of State power is contrary to 
our theory of government, in every respect tyrannical, and 
contrary to every rational conception of political justice. The 
State takes policy holders' money, but returns no proper equiva- 
lent in additional protection, and it diminishes the security 
to policy holders by placing in ultimate jeopardy the funds of 
the companies accimiulated for the discharge of contractual 
obligations. 

Life insurance companies are semi-public institutions, and 
they perform a semi-public function. By the long-established 
system of State supervision, the States, in a measure, have 
become the responsible guardians of these companies and of the 
vast interests represented by them in the form of trust funds 
and contractual obligations. For the State and the federal 
governments on the one hand to insist upon the most rigid 
economy in administration, absolute security in the investment 
of funds, and sound theory in the actuarial assumptions, and 
on the other to tax and to tax again the premiimi income, or 
the total income, or the net income, or reserve, or the surplus, 
and, in addition to these, impose fees and charges for State su- 
pervision and agents' licenses, State or municipal, presents a 
curious contrast in public policy and the certainty of funda- 
mental errors in public finance. For if the States and the 
federal government continue to tax and to take away a part 
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of the income at an increasing rate, as has been the case dur- 
ing the last twenty years, the time must come when a further 
increase in the tax rate must imperil the very existence of the 
institutions. For the impairment of the contractual obligation, 
for the failure of the companies to meet the rightful expecta- 
tions of the policy holders, the responsibiUty will rest with the 
State and the federal governments and not, with the adminis- 
trative officers of the companies. 

It is perhaps but natural that the lawmakers should have but 
little expert knowledge on the subject of insurance, and that 
lawyers who have given much time and thought to the practical 
aspects of taxation should be ignorant of, or indifferent to, 
the rights of insurance policy holders and the serious menace to 
their interests involved in excessive taxation. This point of view 
was very ably emphasized in an address by the late Mr. John 
A. Finch, one of the few members of the l^al profession thor- 
oughly familiar with insurance law, theory and practice, than 
whom I cannot do better than quote, in part, as follows: 

"There is no law book on our shelves that gives the faintest 
suggestion of the underlying principles of insurance, nor which 
shows how the insurance companies are affected by legislation. 
The latest work on the law of insurance is the most ambitious, 
containing four large volumes now in press. I have read the 
advance sheets, and while I commend the work, I can but note 
its deficiency in this respect. The average lawyer, as a legis- 
lator, is as ignorant of the subject of insurance — the prin- 
ciples underlying the business — as is the average legislator of 
any other vocation. 

"There is no business that can so readily protect itself from 
the results of hostile legislation or harsh interpretation of its 
contract as the business of insurance. If compelled to pay a 
heavy tax or deprived of making a defense to an unmerited 
claim, the remedy is, to the fire insurance company, by an in- 
crease in the premium charges; and to the life insurance com- 
pany by a diminution of the dividends to its poUcy holders. 
If the statute law is such that a Ufe company is made the sub- 
ject of imposition of any kind, against which it is helpless to 
defend itself, its only remedy is by lessening the dividend. The 
policy holder is the sufferer." 

I have gone far enough into the technical side of the sub- 
ject of life insurance taxation to emphasize its importance as a 
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practical question confronting the companies and their policy 
holders at the present time. I have shown that about twelve 
and a half million dollars per annum are paid out in taxes, fees, 
and UcenseSy equivalent to 2^ per cent of the premium income 
and If per cent of the total income. I have further shown 
that the tax ratio has increased from 1.42 per cent in 1890 to 
2.26 per cent of the premium income in 1908, and it may safely 
be predicted as a practical certainty that taxation will materially 
increase in the next two years unless the appeals of the com- 
panies and their poUcy holders are heeded in rightful apprecia- 
tion of the justice of their case. The Federal Corporation Tax, 
as far as it applies to life insurance companies, should be 
repealed at the next session of Congress, and the State legis- 
latures throughout the country should be impressed with the 
justice and the morality of the suggestion of Mr. Dryden, that 
the tax be reduced to 1 per cent of the premium income in all 
the States where a higher rate of taxes is charged at the present 
time. 

The danger which confronts life insurance policy holders is 
far more serious than generally 'assimied, and a menace to the 
future security of the funds and the absolute guarantee of con- 
tractual obUgations. This could not possibly be better and 
more clearly indicated than in the very recent suggestion of the 
Insurance Commissioner of Texas,* that the States might right- 
fully impose a tax upon the assets of the companies equal to 
the general property tax, which would yield three and a half 
times the amount actually paid out by them for taxes, licenses 
and fees of all kinds at the present time. The amount of the 
taxes which could thus be raised from the life insurance com- 
panies is calculated by the Insurance Commissioner of Texas 
at over $37,000,000, or a sum equivalent to nearly 70 per cent 
of the total amount paid in dividends to insurance policy holders 
during 1908. If this principle were, therefore, adopted, divi- 
dends to policy holders would practically cease, and the rates 
for new insurance would unquestionably have to be raised. 

The Insurance Commissioner of Texas attempts to sustain his 
plea for increased taxation by specious arguments drawn from 
general taxation experience, but he overlooks the fact that life 

* The Weekly Underwriter, August 28, 1909, p. 145. 
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insurance by its nature is totally different from other business 
enterprises and that it is not primarily conducted for gain. 
He overlooks the fact that insurance enormously advances 
public welfare and that it adds, more perhaps than any other 
factor in the accumulation of capital, by the aggregation of 
small amounts, most of which would otherwise be wasted and 
perhaps dissipated in useless or even harmful personal expendi- 
tures. Life insurance accumulations, in the words of Professor 
F. A. Cleveland, in his treatise on "Funds and their Uses,"* 
increase the financial stability and security of the government 
itself, and, as he observes: 

" The effect of the enormous risks undertaken by the insurance 
companies, therefore, is not only to relieve the business world 
of speculative uncertainty in the numerous relations to which it 
is applied, but also, by the financial conservatism adopted to 
secure this end, the investment companies assist very mate- 
rially in steadying the market and, in time of strain, relieving 
financial distress." 

A Final Plea for Tax Reduction and Uniform Laws 

It is, therefore, unquestionably contrary to public policy 
and opposed to a rational system of public finance that a heavy 
tax burden should be placed upon the companies and that that 
burden should be continually changed or shifted by an increase 
in the rates. However much advantage there may be in the 
lack of uniformity in State laws, there are certain interests which 
require uniformity, and of these there is not one more important 
than insurance. If uniformity of [State laws in the case of 
negotiable instruments has been considered a public necessity, 
sufficiently so to secure their almost general adoption, and if 
it is desirable to have uniform bills of lading, then it would cer- 
tainly seem equally desirable that there should be uniformity in 
the method of insurance taxation, and the fundamental principle 
which should govern is that the rate should not exceed 1 per 
cent of the premium income. . . . ^. 

As I have said at the outset, no other commercial interest 
carries a burden of this kind, and in the evidence collected by 

♦ p. 297. 
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the special committee of State Insurance Commissioners, on 
Insurance Taxation, proof is to be found that if the insurance tax 
rate upon the gross premium income were applied to commercial 
enterprises, the tax would be equivalent to confiscation. The 
committee cite an illustration of a retail drug store paying $91 
in taxes upon the gross income, and which, if taxed at the in- 
surance rate of 2 per cent, would pay $1280. They cite the 
case of a retail grocery paying $70 in taxes upon the gross in- 
come, and which, if taxed at the insurance rate of 2 per cent, 
would pay $1239. They cite the case of a retail dry goods 
store, paying $640 in taxes upon the gross income, and which, 
if paying at the insurance rate of 2 per cent, would pay $6840. 
Other illustrations could be given, but only as accumulative 
evidence to prove that no commercial interest could bear the 
tax burden if it were imposed in a similar manner upon the gross 
income as an index of tax-paying capacity. 

The time has come for an agreement upon the principles which 
should govern in life insurance taxation, and it is a hopeful sign 
that this Conference has for the third time included the subject 
in its program as a question of the day. What I have said has 
been rather by way of review of previous efforts to interest the 
public at large and to bring about an understanding of the 
essential facts of the problem and its economic and legal aspects 
to life insurance poUcy holders throughout the country. A tax 
burden of twelve and a half millions is paid by them and by 
them only, and every addition to this burden is a hindrance to 
the growth of the business and the deliberate aim and effort on 
the part of the companies to reduce the cost of insurance. In 
ten years the business has increased 111.9 per cent, as measured 
by the premium income, while the tax burden has increased 
141.1 per cent diuing the same period of time. The end is 
not in sight, unless the pohcy holders throughout the country 
take an active interest in the subject and enlist the cooperation 
of all who, as economists, tax reformers and statesmen, desire 
to help and not to hinder those who in their own way and at 
thebr own cost, through life insurance protection, carry success- 
fully into effect the social and economic duty of self-help. 
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PUBLIC RELATIONS AND TAXATION OF 
PUBLIC SERVICE CORPORATIONS 

By W. H. Gardiner 

Before treating of some phases of the taxation of public 
service corporations, let us consider some of their relations to 
the public, — their economic status in the commimity. 

These corporations do not exist, as some of their owners and 
of their patrons would think, primarily because certain capi- 
talists and shareholders, having money for investment, have 
an inalienable right and a persistent itch to make more by 
exploiting various forms of pubUc utiUties. The fundamental 
reason for their existence and growth rests on the fact that 
public service corporations, conducted incidentally for private 
gain, can be the most efficient means of rendering the various 
forms of pubUc services for which the community has need or 
by the introduction and use of which the community may 
profit. 

It is to the public service that we should look primarily — 
to its availabiUty, its volume, its quality, its price and its 
general utility to the people. Merely incidentally to the 
public service we must consider its purveyor, the public service 
corporation. Consequently, the volume of service rendered 
is of primarily public import, the gross income of the corpora- 
tion and its annual increase indicating not primarily its growth 
in affluence, but rather its increasing use to, and service of, the 
pubUc. 

In the past, unrestrained and imregulated private gain from 
the promotion and operation of the public service corporation 
showed, in general, increments at least proportionate to the 
concurrent increases in volume of public service rendered. 
And these increments were the incentive which wrought the 
phenomenal expansion of useful public services. 
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But it is not surprising that the public, realizing in a general 
way this state of affairs, and not going deeply into the economics 
of the situation, should have grasped the first and most obvious 
means at hand to get a share of this private gain from public 
service. Excise taxes based on gross income and franchise 
taxes of various kinds were the natural and immediate ex- 
pedients, even if ill-considered. Yet the applicants of these 
imposts, aimed at net earnings, overlooked the important fact 
that all charges put upon a public service must inevitably be 
met in the ultimate not by the purveyors of the service, but by 
the users of the service, — the public itself. And they also 
overlooked the almost equally important fact that in general 
any additional charge or expense of this nature put upon a 
public service either deteriorates or prevents the improve- 
ment of its quality, or it prevents or retards its territorial 
expansion and growth of availability, or it raises or prevents 
the most rapid reduction of its price. But if any or all of these 
things happen, invariably the immediate' and ultimate sufferer 
is the ultimate user or would-be user, — the public. And 
incidentally the efficiency and volume of public service — 
the economic usefulness of the service to the community — 
invariably must suffer, the ultimate sufferer being again, in 
the main, the public. 

Therefore it would seem almost self-evident that the pri- 
mary interest of the public is to have its public services as 
available, as great and useful, and as efficient as possible; 
and, incidentally to efficiency from the public point of view, 
as inexpensive as possible. 

From this we might conclude that the interests of the public 
are best served, not by directly attacking the net earnings of 
public service corporations, by excise taxes, license taxes, fran- 
chise taxes and by imposing all the other forms of taxation 
which are in use in the rather confused, and to a great extent 
chaotic, condition which exists in connection with the taxation 
of public service corporations, but rather that the public is 
most interested in making it easy and cheap for the public 
service corporation to install and operate its service, and to 
this end to devise some simple and efficient method for taxation, 
which shall return to the public treasury taxes from these cor- 
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porations sufficient in amount to make their burden in this 
respect not greater in proportion than the burden upon other 
forms of business activity. 

This does not mean that the corporation will ipse facto 
reap all or any part of such improved public conditions as in- 
crements to its net profits, for such sound public conditions 
are inconceivable without sound public regulation; one neces- 
sary function of this latter being to regulate and limit net earn- 
ings of the corporations to only such amounts as are proper and 
commensurate to the public service rendered. 

And it would seem that, by making net earnings, under 
thorough supervision and adequate public regulation, contingent 
upon and commensurate with the efficiency of public service 
rendered by the corporation, we have at hand the necessary 
lever or incentive to get the maximum efficiency of operation 
out of a public service corporation under restrictive regula- 
tions. Such contingent regulation of net earnings, long proven 
successful in England and working most successfully in one 
important instance for the past three years in this country, 
owes its public and corporate success to the basic principle of 
partnership, of profit-sharing between the purveyor and the 
user of the public service. The public takes its profit in fuller, 
better and cheaper service, and the corporation, having ren- 
dered such improved service, is therefore allowed to earn and 
distribute an increment of net profits only commensurate with 
the improvement in public service which it has efifected. 

Obviously, such a system of regulation by mutual profits 
instead of by mutual antagonism works out its mutually 
beneficial results because it makes identical or parallel and 
inter-dependent the interests and desires of the public and of 
the public service corporation. 

I now come more directly to the question which forms a 
part of the subject which I have to discuss, namely, the taxa- 
tion of public service corporations: whether it shall be on 
an appraised ad valorem basis (plus, perhaps, franchise taxes, 
etc.) or upon the so-called specific basis by a flat or graduated 
tax rate upon the gross or net earnings or dividends. If, in 
the foregoing remarks, I have made myself clear, we may set 
aside franchise taxes, etc., as relics of past methods from which 

N 
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the community may or may not have the wit to free itself. 
In fact, such taxes may not fairly be said to be the result of 
any distinct method, because the subject of the taxation of 
corporations has been notably free from any scientific or funda- 
mental basis. It has been rather a conglomeration of ideas 
and methods devised from time to time without relation one 
to the other, perhaps intended to overcome a supposed, and 
sometimes actual, abuse. 

With regard to the actual method, I may say at once that 
I am not in this paper undertaking to argue for any particular 
method, because in this question the method is entirely sub- 
ordinate to the result to be accomplished, which is the securing 
of revenue to the authority. State or mimicipal, and to do this 
by the most simple and practical means, and above all, to 
safeguard that hearty cooperation between the public and the 
corporation which has been above referred to, and to which 
taxation bears a very close relation. It is my judgment that 
that method which will most surely tend to promote a mutual 
imderstanding and confidence between the public in general 
and public officials and corporate managers is the one which 
will be found to be, on the whole, the most satisfactory. Allow- 
ance, however, must be made for various practical questions 
of administration which arise in the application of a taxing 
statute, and it may well be that considerations of this nature 
may affect one's judgment in the determination of the particular 
method. Much of this is a matter for discussion and decision 
by those familiar, through actual practice, with the administra- 
tion of tax laws, and with the numerous ramifications of juris- 
prudence. Such considerations are beyond the scope of this 
paper. 

If an od valorem system of taxation is to be adopted, the 
values must be determined from a sound statistical basis incident 
to an accurate system of uniform accoimting, this latter being 
part of a sound system of public regulation. But I might 
say here that I belong to perhaps the extreme wing of public 
service men who believe that in such public regulation lies 
the true solution, public and corporate, of the public service 
question. 

In the detailed operation of such public utilities as it has been 
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my privilege to influence, when any question affecting the public 
has come up for consideration, it has been my practice to ask 
myself, '' Does doing so and so more closely identify the interests 
of the company with those of the public (and vice versa) or 
not?*' If "yes," it is desirable; if "no," it is undesirable. 

I would therefore apply this question to the case under 
consideration, and, other things being equal, the answer I get 
would seem to determine my view. 

Undoubtedly public service corporations are now paying, 
imder present systems of taxation, much more than their fair 
share of the costs of government,* and perhaps under the percent- 
age of gross revenue basis, or some other specific basis, the 
rate might be so adjusted that there would be at least a 
temporary equalization of burdens. There might also be rea- 
sonable assurance of the permanency thereof, notwithstanding 
the difficulties caused by the absolute and also relative fluctua- 
tions in the cost of government; the value of private property 
and the gross and net revenues of public utilities; and, in addi- 
tion to these unbalancing factors, by the subsequent legislative 
vagaries tending to raise or lower the rate of tax on the gross 
revenues of the corporation, etc. 

Without going into the theory of taxation (if such theory 
there be), without considering whether individual taxes 
should be apportioned on a basis of the relative cost of the 
individual to the government, or of the value of the government 

* The following quotation is from the report of Sub-committee on Taxation 
and Franchises to the Committee on Public Policy of the National Electric Light 
Association, submitted June, 1907, at Washington, D.C. 

" General Taxes. In spite of belief to the contrary, it is goierally a fact that 
less corporation wealth escapee taxation than any other, and, on the whole, cor- 
porations pay relatively more than their share of taxes. This is due to the fact 
that private individual wealth can be more easily concealed. Again, subdivid- 
ing corporations, it will be found that the public service corporations pay rela- 
tively more taxes than the general corporations, for the same reason as that 
cited above, namely, the inability of the public service corporation to conceal 
its wealth from view. 

" We think it safe to say that if any general tax reform were inaugurated which 
would compel everybody to pay taxes on all wealth, it would receive the hearty 
and universal support of all public service corporations. 

" If taxation be measured on the percentage of gross receipts, oii tangible 
assets or earning power, or on real estate, a careful investigation will show 
that the public service corporations are already paying much more than their 
fair share." 
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to the individual, or of the ability of the individual to con- 
tribute to the support of the government, or as to whether this 
ability is to be measured by his property value or by his income, 
without relatively considering these varied phases, and with 
reference only to the subject under consideration, I plead only 
for uniformity of taxation solely because it would seem to lead 
to closer harmony and greater confidence. 

If the 100 per cent od valorem basis is best, let us all, in- 
dividually, companies, trusts and public service corporations, 
pay each our share on the ad valorem basis. And if the per- 
centage of annual gross income is best (if generally applied, it 
might be the better), then let us each and all, individual and 
corporation, pay the same percentage of our gross income in 
taxes. Whatever system is used, let it be imiform and univer- 
sal rather than differential and class taxation. 

Undoubtedly some imder the present system pay more than 
their share, while others go scot free. But is that a reason 
for introducing an essentially diflferential system? The funda- 
mental fault lies not with the principle of ad valorem taxation, 
but rather with the method (or lack of method) of its opera- 
tion. Improve the latter; or, if it cannot be essentially im- 
proved, substitute a different principle of taxation, one capable 
of essentially uniform, universal and non-discriminative appli- 
cation. 
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TAXATION OF TELEPHONE COMPANIES IN 
THE STATE OF NEW YORK* 

By Hugh Taylor 
Federal Telephone and Telegraph Co., Buffalo, New York. 

It would be a very interesting study to trace out the evolution 
of the tax laws of New York State. Most of us can remember 
having seen some town which has grown up on the banks of a 
winding river, or on the seashore, and trace the resultant confu- 
sion of streets which have grown to larger proportions than the 
first street makers had any idea was possible. This is an illus- 
tration of the way tax laws have grown up, based on the primi- 
tive idea, still adhered to in country towns, that everybody must 
go personally to the tax collector's office and pay his taxes in 
hard cash. The first laws framed did not contemplate the pos- 
sibility of any one person, or corporation, paying taxes in a 
number of districts and by check. Yet no radical change has 
been made with a view of overcoming the resulting confusion. 
Fortunately it is not so expensive to change tax laws as it is to 

♦ One of the resolutions adopted at the Toronto Tax Conference in 1908 recited 
that as "In some states the system of taxing the property and franchises of 
public service corporations requires the action of a large number of assessing 
bodies and the laws are frequently indefinite, resulting in costly litigation and 
delay in payment of taxes, a rational system of taxation requires greater 
simplicity and certainty, and action by the smallest possible number of assess- 
ing boards." 

Mr. Taylor was invited to address the Louisville Conference on this subject. 
He was prevented from attending, and has submitted the following statement 
of the existing system of taxing public service corporations in New York. As- 
sessments aggregating over one billion dollars are subject to these imoertainties. 
Similar difficulties confront officials and taxpayers in other States that retain 
local assessment of this class of property. No better illustration than Mr. 
Taylor's article could be given of the need for the reforms suggested in the reso- 
lution quoted. 
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raze houses and lay out new streets. We need not, therefore, 
despair of seeing a new tax system put into effect. 

The State Board of Tax Commissioners themselves recognize 
the unnecessary confusion that exists in the tax laws, and any 
one interested in the subject is recommended to procure from 
them a copy of their annual report. 

Owing to the above-mentioned idea of appearing personally 
to pay taxes, the tax manager of any public service corporation 
is largely dependent on local representatives to secure necessary 
data. He is often hampered, owing to the deficiency of the in- 
formation furnished, and because the local representative is 
often too busy to give the matter proper attention, or does not 
think of it at the right time, or does not thoroughly understand 
what is required of him, difficulties natural enough when one 
considers the great complexity of the subject. 

The business of keeping accoimt of the taxes, examining the 
tax bills, and handling the necessary details for their payment 
requires the expenditure of much thought and study, but the 
work is well rewarded. For the purpose of illustrating this point 
it may be stated that the tax department of our company kept 
one record for a term of forty-four days of the errors made 
against the company and in favor of tax officials, and finds that 
it amoimted to the astonishing average of $3.35 per day. A 
second record of like duration showed an average of $3.68 a 
day — say $1000 a year on a total tax payment of $45,000. 

There are no less than eleven divisions imder which the taxes 
paid by telephone companies naturally fall, in addition to the 
new federal corporation tax. They are : 

1. Organization Tax. 

2. State Capital Stock Tax. 

3. Gross Earnings Tax. 

4. Mortgage Recording Tax. 

5. Special Franchise Taxes. 

6. County and Town Taxes. 

7. City Taxes. 

8. Highway Taxes. 

9. Village Taxes. 

10. School Taxes. 

11. Special Local District Taxes. 
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The Stock Transfer and Inheritance taxes, though not paid by 
the company, also require office attention. 

The first four kinds are comparatively simple in operation and 
do not necessitate dealing with a number of assessing and col* 
lecting officials. 

Organization Tax: This is one-twentieth of 1 per cent on the 
amount of authorized issue of capital stock, due and payable 
upon the organization of the company, or upon any subse- 
quent increase in the authorized amount. 

Capital Stock Tax: This is a " franchise *' tax payable annually 
in advance to the State for the privilege of doing business as a 
corporation, based on the amoimt of capital employed within 
the State. The method of computing this tax is extremely com- 
plicated. In general, its effect is similar to an income tax of 
2}4 per cent, but there is a minimum rate that is heavier on 
companies earning a small net income or none. 

Gross Earnings Tax: This'is a "franchise*' tax additional to 
the capital stock tax, and applies to "transportation and trans- 
mission'' corporations. It is one-half of 1 per cent on gross 
earnings (50 cents per $100). Earnings from interstate busi- 
ness are not taxable under this section. 

This tax in effect sometimes imposes multiple taxes on the 
same earnings, when one corporation owns stock in another, 
and receives dividends, each dividend being taxable, although 
there is a difficulty in determining the proportion of dividends 
taxable. 

State Mortgage Recording Tax: This is a tax of 50 cents on 
each $100 of principal of mortgage recorded, and must be 
paid before bonds can be issued on the mortgage. No trust 
company will certify bonds unless they have proof that this 
tax has been paid. The bonds, however, are then exempt from 
personal property tax in New York. 

The above taxes are the only ones on which rates do not 
fluctuate from year to year, and consequently are the only ones 
on which the tax can be approximately figured in advance. 

We now come to the group of taxes assessed by and in vary- 
ing and overlapping jurisdictions at different periods and sub- 
ject to fluctuating rates. 

Special Franchise Tax: This tax is based on the value of the 
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privilege of using the public highways for wires, etc. The 
assessment includes the value of all tangible property used in 
connection with this privilege and is made by the State Board 
of Tax Commissioners. They certify the amoimt to local as- 
sessors, by whom the assessment is then placed on the local roll, 
to be taxed at the same rate as other real estate.* 

The State board is supposed to assess the "special franchise" 
at full value. The board gets out a booklet of some twenty-two 
pages which telephone companies have to fill out annually. 
They take the value of the property reported by the companies 
as a basis, compare it with the value reported by the town as- 
sessors, and also take into consideration the earnings shown by 
the company, the value of the right to be on the highway, and 
the general business outlook of the company. There is no defi- 
nite rule guiding these assessors in the performance of their 
duty, and the amoimt of assessment is very largely dependent 
on their judgment. 

County and Town {Township) Taxes: Property on the high- 
ways, though assessed by the State board, is placed on the 
town rolls to be taxed for coimty and all local purposes. 
(The New York "town** is a county subdivision correspond- 
ing to the Western township.) Property which is not on the 
highways is assessed by the board of town assessors, and they 
also give reports of property on the highway to the State board 
to enable the latter to check values against our own report. 
We have to pay taxes known as coimty and town tax, the 
basis for which is the combined total |of the assessment placed 

•After ten years' litigation, the Court of Appeals 'has just decided definitely 
that this assessment must be reduced or "equalized" to the same p>ercentage of 
full value that ordinary real estate is assessed by the local officials. 

This point was decided in 1902 by Judge Earl as referee, whose opinion as a 
whole was sustained by the New^YorkCk)urt of Appeals and the Supreme Court of 
the United States. But as the affirming decisions did not specify the equaliza- 
tion feature, it was disputed by one city and set aside by a lower court last year. 

Neither the State nor the local officials can make this equalisation, and court 
proceedings by certiorari are necessary, involving corporations in a separate 
proceeding in court for each town, in which they desire to secure a reduction. 
The result is that in many cases the expense of canying on the proceedings 
would amount to more than the amount saved ; thus they are practically com- 
pelled to submit to an injustice which is acknowledged, but for which the 
remedy is too complicated and expensive. Bills to remedy this have been in- 
troduced in the legislature; the only one which passed was vetoed. 
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on our property on the highways by the State board and 
assessments made by the town assessors on our property ofif 
the highways. The rates differ according to varying needs of 
the different towns. 

In August of each year the assessment roll should be com- 
pleted; and is open for inspection until the third Tuesday in the 
month, which is "grievance day." On or before the 15th of 
September a certified copy of the roll is given to the town clerk, 
and on October 1 the original roll is delivered to the supervisor 
of the town. The roll is passed upon by the board of supervisors, 
and on December 15, it is given to the collector. In the mean* 
time the clerk of the board of supervisors has made a transcript 
of the roll and turned it over to the county treasurer. On July 
31 of the following year all property upon which taxes remain 
impaid is sold. 

Certain corporations are allowed, as a special concession, to 
write to the coimty treasurer, obtain a statement and pay these 
taxes within thirty days by one check, covering all the county 
and town taxes for all the towns in the coimty for one year, with 
a 1 per cent fee, which fee is paid to the collectors, although they 
do no work to collect taxes paid in such a manner. 

The tax rolls are split up and sent out to the tax collectors in 
each town at the same time that they are given to the county 
treasurer. These collectors are not obliged to give any notice 
of the taxes. It is the telephone company's business to find out 
what they are by writing to the collector, if they can discover 
his name. The collectors change every year. An additional 
penalty of 4 per cent accrues after thirty days. If the col- 
lector can collect within three months, he gets 5 per cent. After 
that he must return the tax rolls, whether collected or not, to 
the county treasurer, who then proceeds to collect the unpaid 
taxes at 5 per cent, and gives the collector 2 per cent. For the 
sake of getting the extra 3 per cent, the collector does usually 
send a notice, seldom imtil after the 1 per cent period has elapsed. 
Often the coimty treasurer does not notify the local collectors 
that he has been paid, consequently we get notices at 5 per cent, 
long after we have paid. Hence arises the necessity for constant 
watchfulness on our part, and the keeping of complete records, to 
avoid duplication of payments. 
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We usually transact our business with the county treasurer, 
but often our experience has been that the treasurer's records are 
not complete, or are full of errors. 

As a result of omissions and errors in the reports sent us by 
the treasurer, we get within a month or two a request for the 
tax from his town collector, with an additional 5 per cent pen- 
alty. To this we reply, stating that we have already appUed 
for a bill for this tax from the county treasurer, and setting forth 
that we must decline to pay the collector, but will wait until 
the tax has been reported back to the coimty treasurer as un- 
collectible, when we stand ready and willing to pay as at first. 

City Taxes: City taxes are separate and distinct from 
county and town taxes, and are governed by the charters of the 
various cities, each charter being different from every other 
in many important respects. In the main, however, they are 
levied and collected in much the same manner as the county 
and town taxes, except that they can be paid without the 
addition of 1 per cent for collector's fees. 

Companies operating in several cities have to watch their 
manager in each city, and have them watch the assessments 
and obtain bills for taxes, as the city officials are under no obli- 
gation to send notices to the main offices, and penalties will 
probably be incurred if a complete record of dates on which as- 
sessments are fixed and taxes levied is not kept and followed up. 

Highway Taxes: Each town is divided into various high- 
way districts to care for the highways. In towns which in- 
clude a village, the property in the village is not subject to the 
town highway taxes, which necessitates an apportionment on 
the total valuation for the town, between the village and the 
town outside of the village, which is done by the town assessors. 
The same difficulty arises here as with village taxes. The town 
assessors have not sufficient information to enable them to deter- 
mine the comparative valuation of the special franchise within 
and without the village. The highway tax is collected by the 
county treasurers at the same time that they collect the county 
and town taxes. 

Village Taxes: Village taxes have also to be paid, and the 
assessment levied by the State board and by town assessors is 
usually adhered to by the village assessors. They have, how- 
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ever, the power to make their assessment independently of 
the assessment of the town board, and if their ideas of the value 
exceed the ideas of the town assessors, they have a perfect right 
to levy such increased assessment. The rate of tax is subject 
wholly to the village board, and is spread over the various 
village needs, such as lighting, paving, etc. One point to be 
watched most closely is to see that the assessment in each town 
on property outside the village does not^exceed the total assess- 
ment for the entire town when added to the amount assessed in 
the villages. Another is to see that taxes are not paid both in 
villages for street piu*poses and again on the same total valua- 
tion to the town for road purposes. In other words, the village 
assessments should be deducted from the total town assess- 
ments, and the remaining assessment is all that can be ap- 
portioned for highway tax. 

However, the village assessors determine what parts of a 
special franchise assessment shall be taxed in the village, but 
the town assessors decide the apportionment for highway taxes 
outside the village. Therefore the two parts of a special fran- 
chise Bssessment sometimes add up to more than the whole. 

Villages are divided into four classes, according to population, 
and the procedure relative to assessments, hearing of grievances, 
etc., is different in the different classes and is done on different 
dates. 

School Taxes: School taxes are the most complicated of any. 
The property of a telephone company in any single town may 
be located in school districts numbering all the way from one 
to twenty or more. Each one of the twenty school districts 
in the same town has its own rate, and the rate fluctuates vio- 
lently from year to year, according to whether the district in 
question wants to build a new schoolhouse, hire an additional 
teacher or increase a teacher's wages. 

School taxes, because of the different dates on which they 
may be assessed, are the only ones for which the law insists on 
notice being given by the collector, and the collector is required 
to give twenty days* notice, during which twenty days the 
school taxes can be paid with a 1 per cent penalty. If not paid 
within the twenty days, the penalty is 5 per cent. The theory 
is that school taxes must be paid within thirty days after the 
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spreading of the taxes. After the thirty days the penalty is 5 
per cent. The collectors naturally wish to get the 5 per cent, 
so their custom is to wait until the last day of the thirty days 
before sending the notice in, so that it is impossible for a person 
receiving the notice to pay within the thirty-day period. 
People who are not awate of the provision of the law which 
makes it obligatory on the collector to give twenty days' notice 
irrespective of the thirty-day period are liable to be roped in to 
the tune of 4 per cent additional fees. 

Owing to the great number of school districts, the fact that 
no definite date is set for their assessment, the fact that some 
are levied annually and some semi-annually, and the frequent 
inefficiency of the collectors, who sometimes cannot write a 
legible hand, the work of keeping track of and paying taxes is a 
herculean task. The schools themselves imdoubtedly lose a 
great deal of money, owing to the system in use, as many school 
taxes that could be levied are never collected. In theory, 
the amount of assessment on which school taxes are paid into 
any given town should equal the combined assessment levied 
by the State board and the town board, but probably no at- 
tempt is made to collect more than 75 per cent of such a sum. 

The most important thing to do in authorizing school taxes 
for payment is to write to the town clerks, and obtain a copy of 
the apportionment of the combined special franchise and local 
assessments as made to the various school districts. You then 
have an authoritative check on the amounts appearing on the 
school tax collectors' bills. 

Unpaid taxes are returned to the county treasurer, who col- 
lects the amoimt, with 5 per cent additional, until directed by 
the board of supervisors to make a levy, when he collects, with 7 
per cent additional. The county treasurer usually collects re- 
turned school taxes at the same time he receives county and 
town taxes for the following year. 

One peculiar thing about taxes generally, and school taxes 
in particular (State taxes excepted), is that you can never find 
the exact date of the period covered by the taxes you are paying. 

Another frequent cause of trouble is that school collectors 
often give only the name of their own district, when they are in 
reality collecting for a joint district, the other half of which may 
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be in another town. Notwithstanding this omission on their 
part, they usually express great surprise and annoyance when 
they are sent only the amount payable in the district they ask 
for. No matter what explanation one writes, there alwa3rs 
comes back a request to "please hurry up with your check," 
notwithstanding the fact that they may have been proven con- 
clusively to have made two or three errors in their notice. 

The situation is well illustrated by the following letter re- 
cently received by one of the telephone companies from a school 
trustee who was asked to furnish information to enable the com- 
pany to compute the tax, the collector having rendered a bill 
which was plainly incorrect and to understand which more detail 
was necessary. 

"Nov. 4, 1909. 

" SiKS. In regard to your School tax in District No. 16 
♦ * * * ♦ this is IHsgusHng are you Willing to Pay any tax at all t 
you have had your tax given you On two Occasions and Still 
refuse to Pay. you know that this District Lies in two towns 
and the rate is Different in each town. Owing to a Fund for 
the Children of ***** of Which no Part Belongs to you you 
might figure the Way you are figuring untill the north Pole 
Melts and then you Would not get it to Suit you after all the 
time Lost and Paper Wasted you tax Remains impaid. you 
Seem to think this School District is trying to Beat the Billion- 
are ***** Co Out of a few Cents if you Pay anything you Will 
have to Pay the Same as all the rest of the District that Comes 
imder the Same Conditions that you Do. Now Remember this 
that What Ever you Vauations is (/ have not got the amount) 
the Rate is 45 cts On Each Himdred the Same as all * * * * 
People and that Mr. ***** is Entitled to 5 per cent for Col- 
lections as you have Let the 30 Day limit Pass. I am a man 
that Blieves in a Square Deal. Now for heavens Sake Pay 
your tax as any fair honest Person Would tmd give a Poor Un- 
paid Trustee a Little Peace." 

Local managers who receive notices of taxes from school 
collectors, and who have to report to a distant office, should 
always bear in mind the fact that the twenty days' notice to 
which their firm is entitled free of penalty begins from the in- 
stant a verbal or written notice is given to such manager by the 
collector, and he should always keep the notice and notify his 
home office of that exact date, no matter on what date he may 
receive a corrected notice after asking for additional information. 
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Special District Taxes: Areas comprising a portion of a town 
are laid out sometimes for one or more of the following special 
purposes, viz., lighting, water supply, fire protection, sewerage 
and garbage collection. The taxable property within the limits 
of a lighting district, for instance, is taxed specially for the cost 
of the lights, on the assessed valuations. This necessitates 
another apportionment, of both ordinary realty and of special 
franchises. 

Still another tax was added this year, for "snow removal." 
This will require special attention by us, as it is a separate as- 
sessment, collected at a different time from ordinary coimty and 
town taxes, and based on the old highway labor system. 

When we get through paying all these taxes, and if we have 
not neglected to give notice of instituting certiorari proceedings 
at the proper time, it is possible to get a refund of part of our 
taxes by using the figures of the State Board of Equalization as a 
basis for a claim that telephone companies have been assessed 
on the full value of their property, whereas other property 
holders only pay on equalized values. By this means we ob- 
tain usually repayment of about 25 per cent of our county and 
town, city, highway, village and school taxes, the percentage 
depending upon the State board figures, which percentages 
vary in each county. Truly a most ingenious way of compli- 
cating tax matters. 

Stock Transfer and Inheritance Tax: While these taxes are not 
paid by the companies, they involve some extra work. It is 
required that the transfer of stock shall not be made upon the 
books unless the inheritance tax has been paid. The penalties 
imposed upon the corporation are severe, and the corporation 
is put to no little trouble and expense in connection with this 
tax. 

The new Federal Corporation Tax which was approved by 
the President of the United States on August 5, 1909, and which 
is retroactive, going back to January 1, 1909, adds one more to 
the list of taxes to be paid by corporations. This tax is at the 
rate of 1 per cent on net earnings over and above $6000. 

Aside from any questions as to the amoimt of taxes that 
should be contributed by public service corporations to the 
public treasury, the methods by which they are taxed in the 
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State of New York lead to friction, errors and needless expense 
of time and money. 

The situation was sxmimed up by " Telephony " in an editorial 
of August 7, 1909: 

"The taxation system in New York, in so far as it applies to 
corporations, seems to be particularly characterized by its aflford- 
ing to grasping local representatives of the government an op- 
portunity for extracting tribute from telephone companies, and 
particularly from small companies, which by their negUgence 
or their ignorance allow themselves to be subjected to the heavy 
penalties which accrue from delayed payment. Without taking 
up the merits of the individual assessments,it is apparent that 
the system is extremely cumbersome, entaiUng a large amount 
of work both on the officials of the State, county, etc., and 
upon those of the telephone companies, so that the actual taxes 
are accompanied by an altogether too heavy proportion of in- 
direct expense. 

''It is one thing to dodge taxes, and quite another to insist 
upon a square deal." 
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DISCUSSION ON ASSESSMENT OF PUBLIC 
SERVICE CORPORATIONS 

The paper by Mr. Gardiner was not read until a subsequent session, 
but as there was then no discussion, it is included in the report of this 
session to facilitate reference. 

Governor Noel Chairman: The paper on "Public Re- 
lations and Taxation of Public Utilities" is not here, and 
we shall now have a general discussion under the five-minute 
rule. 

Mr. Z. T. Vinson (West Virginia) : I desire to occupy five 
minutes' time in presenting the matter from the standpoint of 
a taxpayer. Most of the discussions that have taken place in 
these meetings have been along the lines of how best to gather 
the taxes and make the assessments easiest without a great deal 
of reference to the interests of the taxpayer. I want to submit 
for the consideration of this Conference a suggestion as to the 
proper assessment of street railways from the standpoint of the 
owners. 

Chairman Noel: That subject is not now before us. 

Mr. Vinson: I know it is not, but this is the only opportu- 
nity I shall have. It was germane to the paper on the program 
that was passed over, and I want to make a statement and then 
submit a paper. 

Mr. Vinson read as follows: 

ASSESSMENT OF STREET RAILWAYS 

Street Railways are operated in most cases imder a munici- 
pal grant, or franchise, of limited duration. This franchise is 
in the nature of a grant or lease of the streets for the purpose of 
building and operating a street railway thereon. The principal 
limitation or restriction in these grants is the time in which the 
o 193 
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right may be exercised. After the expu*ation of this time the 
right to do business is gone, and the whole enterprise must be 
abandoned. It has been claimed that the franchise at its 
expiration can be renewed, and that this expectation of a re- 
newal has a present taxable value. There is neither legal nor 
moral obligation upon the part of any municipality to extend or 
renew an expiring franchise. And the hope or prospect that 
such would be done is too vague and speculative to give the 
existing property any present value. That a trolley franchise 
having thirty years to run is more valuable than one having 
only five or ten years to run cannot be questioned. The value 
placed upon the property of a trolley line, as a whole, is largely 
influenced by the length of time it will be permitted to carry on 
the business. Is it possible that an assessor can approximate 
a correct valuation of the property to be taxed without taking 
into serious consideration the length of the franchise? 

The stock and bond theory of assessing steam railroads can 
have no application to trolley lines operating under municipal 
franchises of limited duration, for the reason that the right to 
operate a steam railroad is perpetual, whereas the right of the 
trolley line to do business must cease on a day fixed and certain. 
The net income theory of fixing values on steam railways cannot 
be applied to trolley lines without great injustice, for this theory 
in the case of steam railroads does not contemplate that, out 
of gross earnings, should be set aside a sinking fund each year 
with which to retire the bonds at any given period. Whereas 
in the case of street railwajrs there must be provided out of 
gross earnings an annual simi sufficient to retire the bonds within 
the life of the franchise before there can be a net earning that 
would give an added value to the property as a whole. 

While there are many elements of value in street railway 
properties, there are only two classes of property upon which 
specific valuations for taxation can be placed: 

(1) The physical or tangible property owned by the com- 

pany, and 

(2) The intangible property, or, more accurately speaking, 

the power or ability of the company to earn money. 
When the assessor has found the value of the tangible prop- 
erty, and also the intangible value, there remains nothing more 
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to assess. The sum of these two represent the whole taxable 
value of all the property of the company. 

(1) The value of the tangible property may be ascertained 

by 

(a) deducting from its cost, or the cost of reproduction, 

a proper percentage of annual depreciation; 
(6) by witnesses who are acquainted with such values. 

(2) The intangible value can be ascertained from the com- 

panies' books and reports of its earnings. The intangi- 
ble value of a going business enterprise may be defined 
to be the power to earn money after paying the cost of 
operation, including fixed charges and other necessary 
expenditures. This power is measured by the sum of 
net earnings left to the owner of the property after 
paying all necessary charges. 
A property would not be very valuable, even though it earned 
gross ten millions of dollars, if it required all of that ten millions 
of dollars to pay its operating expenses and fixed charges. 

The Supreme Court of the United States, in passing upon the 
value of property used for quasi public purposes, has laid down 
the proper criterion in Monongahela Navigation Co. vs, U.S., 
148U.S.328: 

"The value of property, generally speaking, is determined 
by its productiveness — the profits which its use brings to the 
owner . . . the value, therefore, is not determined by the mere 
cost of construction, but more by what the completed structure 
brings in the way of earnings to its owner." 

"Their value (franchises) necessarily depends upon their 
productiveness. If they yield no money in return from ex- 
penditures, they must possess little, if any, present value. If, 
however, they yield a revenue over and above expenses, they 
possess a present value, the amount of which depends, in a 
measure, upon the excess of revenue. . . . The pecuniary 
value of the property of public service corporations depends, 
to a considerable extent, upon the final returns it can be made to 
yield to the stockholders." 

In Spring Valley Water Co. vs. City, etc., of San Francisco, 
165 Fed. 693, the court says: 

"The value of the franchise then is the monetary value of the 
right to collect water rates. It is not the duty of the court, nor 
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was it the duty of the supervisors, to give value to the franchise 
and add that value to the value of the physical property, unless 
it first appeared that the franchise had an intrinsic productive 
value of its own. Their duty was and is to measure the dis- 
closed and apparent value of the franchise. ... It is obvious 
that either for the purpose of condenmation or, regulation the 
value of a franchise depends wholly upon what is earned under 
it." 

Net earnings being the standard by which this earning power 
or franchise value is measured, it is only necessary to determine 
the net earnings in order to fix the intangible value that should 
be taxed. 

In order that the net earnings may be ascertained, the follow- 
ing sums should be deducted from the gross earnings or in- 
come: 

(1) Operating expenses — including taxes, damages and fixed 
charges. 

(2) A proper amount for depreciation. 

(3) Interest on bonded indebtedness. 

(4) A sinking fund sufficient to pay off the bonds within 
the life of the franchise under which the company operates. 

The items of interest on bonded indebtedness and the sink- 
ing fund with which to pay off the bonds deserve particular 
attention. 

In most cases assessors have made the mistake of placing the 
interest on bonded indebtedness in the column of net earnings 
and capitalizing this interest in order to ascertain the intangible 
value of the property. This is an error, to the great prejudice 
of the company whose property is to be taxed, for the reason 
that the bond interest is as much a charge against income or 
gross earnings as taxes, rentals or any other necessary expenses. 
In other words, before the company can have or possess any 
independent earning power that would inure to the stockhold- 
ers, the sum of the bond interest must be deducted from gross 
earnings. 

Whatever may have been the theory or practice in this respect 
heretofore, it has now been definitely settled by Act of Congress 
in the "Payne Bill," wherein it is provided that a tax shall be 
paid by corporations upon their net income, and the act defines 
the term "net income," in Section 38, paragraph second: 
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''Such net income shall be ascertained by deducting from the 
gross amount of the income of such corporation, joint stock 
company or association, first, all the ordinary and necessary 
expenses actually paid within the year out of income, in the 
maintenance and operation of its business and properties, in- 
cluding all charges, such as rentals or franchise payments re- 
quired to be made as a condition to the continued use or pos- 
session of the property; second, all losses actually sustained 
within the year and not compensated by insurance or otherwise, 
including a reasonable allowance for depreciation of proi>erty, 
if any; third, interest actually paid vnthin the year an its bonded 
or other indebtedness to an amount of «tuA bonded and other 
indebtedness not exceeding the paid-up capital stock of such cor^ 
poration; fourth, all sums paid by it within the year for taxes 
imposed under the authority of the United States, or of any 
State or Territory thereof." 

This definition of net income is not only based upon principles 
of justice, but is the law on the subject so far as it defines the 
simis to be deducted from the gross earnings in order to ascer- 
tain the net income, for the tax to be levied is upon net income, 
and this law applies to all corporations, whether doing an inter- 
state, or intrastate, business, and it necessarily follows that 
there cannot be two standards for ascertaining the net income 
or net earnings of a corporation, one to be applied by the taxing 
powers of the State and the other by the tax authorities of the 
United States. 

A sinking fund sufficient to pay off the bonds within the life 
of the municipal franchise under which the company operates 
should be set aside annually out of gross earnings. 

This requirement is necessary, in order that capital may be 
secured for the purpose of constructing and equipping street 
railways. The persons who put their money into the cost of 
constructing and equipping and putting into operation the plant 
should, in the very nature of things, have their money returned 
to them. This money represents the actual cost, and for which 
the Investors accept the bonds of a street railway company. 
These bonds are secured by mortgage over all the property of 
the railway company, including its franchise. The investor 
receives 5 per cent of interest upon the money loaned to the 
company. The securities depend for their ultimate payment 
upon the power of the company to earn sufficient money with 
which to retire these bonds. 
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The difference between a mortgage over street railway prop- 
erty, operated under a limited term franchise, and one over a 
steam railroad, owning its own private right of way and whose 
property and franchises are perpetual, is so apparent that it is 
only necessary to call attention to it in order to appreciate the 
difference in the two characters of property as well as the bonds 
which they issue. In the case of a steam railroad all of the 
physical property, including its right of way and its perpetual 
franchise, is security for the payment of ?the bonds, and as a 
consequence, afford the bondholders the best possible security; 
whereas street railway bonds never run longer than the fran- 
chise under which the company operates, and when the franchise 
expires, unless the bond has been paid off, the bondholder will 
have absolutely no security other than the scrap iron and junk 
that the company will have after removing its tracks from the 
streets. Unless the company's earnings are sufficient to set 
aside a sinking fund with which to gradually pay off these bonds, 
the original investor may never receive the capital he has in- 
vested, and will have to be satisfied with the interest and lose 
his principal wholly. 

The public policy of most of the States, as represented by their 
legislatures, is declared to be that perpetual franchises shall 
not be granted to street railways and also that the municipality 
granting these franchises may fix the rates, or fares, and the 
compensation which the company can earn. So, in street 
railway propositions, there is a maximum rate of fare fixed, 
beyond which the company cannot charge, as well as a time 
limit placed in the franchise, beyond which it is not permitted 
to do business. 

So far as the stockholder is concerned, he is the owner of the 
property, and the intangible value of it, if it has any, inures 
to his benefit, and there can be no excess of revenue which we 
may call net earnings, or net income, until the interest upon the 
bonds, as well as the pajrment of the bonds themselves, are in 
some way provided for out of the gross income. 

Whatever the net earning may be, it is the only standard by 
which the intangible value can be determined, and when it is 
ascertained, as above indicated, it should be added to the value 
of the physical or tangible property, and the two together should 
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represent the whole taxable value of the property as a going 
concern. 

Mr. J. E. Fbost (Washington) : In the State of Washington 
we have recently confronted the problem of street railroad as- 
sessments. I disagree entirely with the gentleman who has 
just spoken. If I sell my farm subject to a mortgage upon it, 
the value of the farm is the price I receive for it plus the mort- 
gage. We in Washington value the street railroads and other 
public utilities as a unit, just as we value a horse. We don't try 
to separate a horse, and say the tail is worth so much and the 
left hind leg so much and the right front leg so much. We value 
it as a whole. So we value our street railways as a whole, 
without separating them into physical property and intangible 
property. 

In arriving at the value of the street railroads we endeavor to 
arrive at a price that a prudent purchaser, familiar with the 
business, would be willing to pay, or an equally prudent owner 
would be willing to accept. The value of a street railroad is the 
value of its stock and its bonds and any floating indebtedness 
which constitutes a lien upon it. When you get that you get 
the entire value. That, to my mind, is the only true way of 
valuing street railroads, or any other public service corporation. 
They should pay taxes upon their entire value, just like the 
farm. 

\io The public service corporation is different from an ordinary 
business in this: The public utility concern has an enforced 
patronage. I do not spend forty minutes every day riding 
upon street railroads because of the good will I bear towards the 
company. I ride because I am compelled to, and I contribute 
to them because I am compelled to. The burden of taxes on 
public service concerns is always shifted to the people who are 
compelled to patronize them. After all, in solving any tax 
problem, the question is, can the burden be shifted, and, if so, 
to whom, and is it equitably shifted? I do not know of any 
better plan of equitably distributing the burden upon all the 
people than through the full and fair assessment of all public 
utilities, whether street railroads, electric light, power or water 
companies, or steam railroads. 
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Pbofessor Bullock: It has been customary at these Con- 
ferences to make a motion that all resolutions which members of 
the Conference desire to have considered by the Committee on 
Resolutions shall be submitted in writing to the Chairman of the 
Committee at a stated time. It has usually been found con- 
venient to make that time the close of the second session of the 
second day, and I therefore move that all resolutions to be con- 
sidered by the Committee on Resolutions shall be submitted 
to the Chairman of that Committee before five o'clock this 
afternoon. {Motion carried.) 
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FOURTH SESSION 

Wednesday Afternoon, September 22, 1909 

CHAIRMAN, HON. AUGUSTUS E. WILLSON, 
KENTUCKY 

Program 

1. The Power op Taxation should be Regulated. 

Allen Ripley Foote, President International Tax Associa- 
tion, Columbus, Ohio. 

2. The Relations of State and Federal Finance. 

E. R. A. Seligman, Professor of Political Economy, Colum- 
bia University, New York. 

3. Changes in Federal Taxation. 

Lawson Purdy, President Department of Taxes and Assess- 
ments, City of New York. 

4. Discussion. 
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THE POWER OF TAXATION SHOULD BE 
REGULATED 

By Allen Ripley Foote 
President Interoational Tax Association^ Columbus, Ohio. 

1. Definitions. 

2. Sovereign Power. 

3. The Purpose op Government. 

4. Separate Sources of Revenue are required for each 

Taxing Authority. 

5. Taxation an EcoNomc and a Business Problem. 

6. State Sources of Revenue must be Safeguarded. 

7. Revenues now derived by States from the Taxa- 

tion OF Corporations. 

8. Federal Taxation of Inheritances and of Corpora- 

tions. 

9. Proposed Income Tax Amendment to the Federal 

Constitution. 

10. Subjects of Federal Taxation must be defined and 

SEPARATED FROM SUBJECTS OF StATB TAXATION. 

11. A Convention of States should be Convened. 

Definitions 

A Tax is a payment exacted by authority of law for the sup- 
port of government. 

A Fee is a compensation for a service rendered. 

An Excise is a charge laid on articles produced or consumed 
in a country, and also on licenses to deal in certain commodities 
or carry on or do business. 

A Fine is a pecuniary penalty exacted for an offense or a 
breach of law. 
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All taxes, fees, excises and fines are contributions to the public 
treasury. 

A tax should be laid for revenue only. 

A fee should bear a reasonable relation to the cost of the serv- 
ice for which it is a compensation. 

An excise should be a reasonable charge uniform upon all 
articles of the same class. It should have a uniform applica- 
tion to all business of the same class, regardless of ownership. 

Sovereign Power 

The fundamental principle of our system of government is 
that ''all just powers of government must be derived from the 
consent of the governed." All sovereign power is vested in the 
people. 

In our system of representative government, we delegate 
sovereign power to the State. 

PoUtical subdivisions of a State can exercise only such powers 
as are delegated to them by the State legislature, or by the people 
in a constitution limiting the powers of the legislature. 

The federal government can exercise only such powers as are 
delegated to it by the several States on behalf of the people. 

The exercise of all power, for whatever purpose, and by what- 
ever governing body, from the school district to the federal gov- 
ernment, must be based upon authority expressly granted by 
the people in provisions contained in the constitution of their 
State, or of the federal government. 

Home rule is the fundamental principle upon which our com- 
plicated system of government is founded. This principle 
requires that the people of every community shall exercise sov- 
ereign power as to all questions affecting interests that do not 
extend beyond their jurisdiction, and that they shall exercise 
their sovereign power to enact and administer laws through acts 
of their legally chosen representatives. 

The Purpose op Government 

The purpose of government is to guarantee equal opportunity 

and protection to the life, liberty and property of every person. 

To enable governments to accomplish the purpose for which 
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they are created, they are endowed by the people with the sov- 
ereign power of taxation. Whenever this power is delegated 
to a governing body, great or small, its exercise should be 
limited, by express terms, to public purposes, to a uniform ap- 
plication to all subjects of the same class within the jurisdiction 
of the taxing authority, and to the needs of the government, 
economically administered. There should be no provision in a 
delegation of the right to exercise the power of taxation, either 
constitutional or legislative, authorizing the use of this power 
for any other than a necessary public purpose. The taxation 
of the people beyond the needs of the government for the pur- 
pose of acciunulating or maintaining a surplus should be 
clearly and emphatically prohibited. The people must control, 
not only the purposes for which public funds may be expended, 
but the amount that may be expended; otherwise, the govern- 
ments they create, by means of which they seek protection for 
their property, may become the means of depriving them of 
their property. The economic prosperity of the people, so far 
as it is affected by acts of legislation, is dependent upon the 
intelligence and vigilance with which they safeguard the use of 
the power of taxation. 

Separate Sources of Revenue are required for each 
Taxing Authority 

A subject should not be taxed by more than one taxing au- 
thority. The application of this principle requires an absolute 
separation of subjects of local taxation from subjects of State 
taxation, and of subjects of State taxation from subjects of 
federal taxation. 

The subjects assigned to each taxing jurisdiction, as sources 
of revenue for its exclusive use and benefit, should be such sub- 
jects as it is in position to deal with effectively, intelligently 
and justly. This is fundamentally necessary if a just system of 
State and local taxation is to be established. 

All taxable property should be taxed by the jurisdiction 
within which it is located, regardless of the residence of its 
owner. 

The economic welfare of a community requires that all prop- 
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erty should be taxed with regard to the income which may be 
derived from its use, and that the basis of the tax shall be value 
or income, not both. When the basis is value, the relation of 
value to income may be determined by a classification with 
reference to use. When the basis of the tax is income, every 
element of the value of all property joined in a unity for use is 
taxed by taxing the income it produces. 

A tax levied on property that produces no income can be paid 
only through the confiscation of a part of the property. A tax 
levied on income that takes so large a portion of the income as 
to discourage effort will either drive owners to other localities, 
where they will not be impoverished by taxation, or it will cause 
a depression of enterprise through destroying a reasonable 
hope of securing a satisfactory profit. 

When tanng bodies are safeguarded in the exercise of an 
exclusive right to tax the subjects assigned to them as their 
sources of revenue, the people will have opportunity to study the 
economic effect of their methods and rates of taxation and to 
profit by what they learn. By closely observing these effects, 
they can learn that prosperity can be induced or repelled by what 
they tax and by how they tax it. This will enable the people 
of any community to develop a well-defined policy of their own 
which they can adopt and carry out without fear of interference 
by any overruling authority. In this way the perplexing 
problems of taxation can be solved to the satisfaction of all 
intelligent and right-minded citizens. 

Taxation is an Economic and a Business Pboblem 

Every taxpayer has the right to and should demand that a 
dollar's worth of service shall be rendered for every dollar he 
is required to pay in taxes. 

Every taxpayer has the right to and should demand that no 
dollar taken from him by taxation shall be expended for any 
other than an authorized and a necessary public purpose. 

Every taxpayer has the right to and should demand that not 
a dollar shall be taken from him by taxation to create a fund 
more than sufficient to pay all expenses of government when 
economically administered. Power should not be del^ated 
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to any taxing authority to exact money from taxpayers for the 
purpose of creating an idle surplus. 

These are all economic propositions. They are plain business 
propositions. Insistence upon them will give to the citizens 
of each community as tangible an interest in the financial man- 
agement of their public business as they have in the manage- 
ment of their private business. Business men can be induced 
to take hold of these problems and manage them properly when 
they know they can do so without fear of interference by any 
overruling authority. 

State Sources op Revenue bhtst be Safeguarded 

The growth of taxation in every taxing jurisdiction, local, 
State and federal, is fast developing a condition that will force 
a reconsideration of the power of taxation delegated by the 
States to their local subdivisions or by the States to the federal 
government. The people must set a limit upon the purposes 
for which this power may be exercised and upon the amount 
that may be exacted from them by its use. 

To do this, they must preserve the sovereignty of the States. 
Through the State only can they control the taxing power 
delegated to their local governments on the one hand, and to the 
federal government on the other. 

During the past three years the people of this country have 
been compelled to contend with a diminishing income. There 
is no evidence that the administrators of the public affairs of 
their local. State and federal governments have realized it to 
be their duty to reduce taxation in proportion to the reduction 
of private incomes. 

The taxation of corporations for State purposes must be de- 
pended upon to make it possible to separate the sources of State 
from the sources of local revenue. The federal taxation of 
corporations, created by the States, is a direct and an unprece- 
dented interference with the taxation system of every State. 
This source of revenue must be safeguarded from federal in- 
terference, so that it may be retained for the sole use and benefit 
of the States, or a home rule system of State and local taxation 
cannot be developed in any State. 
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Revenues now derived by States from the Taxation op 
Corporations 

The Hon. Herbert Knox Smith, Conunissioner of the Federal 
Bureau of Corporations, in a report on the taxation of corpo- 
rations in the New England States, issued May 17, 1909, says: 

"The great growth of corporate wealth has made corporate 
taxation the first factor in the problem of State revenues. 

"The tax upon corporations has to a considerable degree been 
relegated to the State as an appropriate source of revenue for 
State purposes, with which we usually find grouped revenue 
from inheritances and to a less degree other special sources of 
revenue." 

An observation in this report is well suited to the purposes of 
this paper. It follows: 

"New England has made considerable advance in separating 
the sources of State and local revenue. Local jurisdictions are 
supported by the taxation of local property, and the State gov- 
ernment by taxes upon corporations and inheritances. The 
complete separation of State revenues from local revenues has 
become popular in the general movement toward taxation 
reform." 

A table in this report shows the per cent of total State revenue 
that is derived from the taxation of corporations by each of the 
New England States, as follows: 



Maine .... 


. 48.88% 


Massachusetts . 


. . 35.09% 


New Hampshire . 


. 27.21% 


Rhode Island . 


. . 39.78% 


Vermont . . . 


. 56.45% 


Connecticut . 


. . 83.54% 



Combining the tax on corporations with the taxes derived 
from special sources other than the general property tax, the 
per cent of the total State revenue so obtained is as follows: 



Maine * 66.W70 

New Hampshire . . 56.48% 
Vermont .... 98.93% 



Massachusetts 
Rhode Island . 
Connecticut . 



70.18% 

64.39% 

100.00% 



There is no source of information from which the total amount 
paid in taxes by corporations of all kinds for State and local 
purposes can be ascertained. In fact, the total number of cor- 
porations affected by the federal law is not known. 
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The Interstate Ck)mmerce Commission reports that the rail- 
roads paid $88,961,475 in State and local taxes during the year 
ended June 30, 1909. This represents a tax of a little more 
than 3 per cent of their gross earnings. Is any one so credulous 
as to suppose that the federal government can impose addi- 
tional taxes upon them without decreasing their ability to pay 
State taxes and without making it certain that rates and 
charges must be increased to provide the money required to pay 
the tax? This is indirect taxation in its most objectionable form. 

Feder^ Taxation of Inheritances and of Corporations 

The federal taxation of corporations is as direct and a far 
more serious interference with the system of State and local 
taxation which we are endeavoring to promote than would 
have been the proposed federal taxation of inheritances against 
which our first and second Conferences protested by resolutions 
unanimously adopted. The form of resolution suggested by the 
Conference to the legislatures of the several States for their 
adoption is designed to safeguard that source of revenue from 
federal interference. This resolution has been adopted by the 
legislatures of the following States: 

Connecticut New Hampshire 

Kansas New Jersey 

Massachusetts New York 

Minnesota Rhode Island 

A federal tax on inheritances formed a part of the recent 
Tariff Bill as it came from the House of Representatives. On 
account of the antagonism of the States the Senate dropped the 
tax on inheritances and substituted for it a federal tax on cor- 
porations. This tax is a far more serious interference with the 
States than the proposed tax on inheritances. It has been 
made law without giving any opportimity to the several States 
to protest against its enactment. That protest must be made 
now, and the immediate repeal of the law must be demanded. 

It is unfortunate, in the extreme, that this measure has been 
made law without serious discussion or opportunity for protest. 
The discussion, opportunity for which was denied, must be had 
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now. The protests against this law, which could not be formu- 
lated before its enactment, must be formulated now and pressed 
with sufficient energy to compel its reconsideration. 

To correct the wrong done by the hasty and unwise action of 
the Congress in enacting a law taxing corporations for federal 
purposes, I respectfully submit to the Conference resolutions 
requesting the legislatures to declare that the taxation of cor- 
porations be reserved to the several States and to request the 
repeal of the Federal Corporation Tax law. 

PbOPOSED iNCOBfE TaX AMENDMENT TO THE FEDERAL 

Constitution 

The full text of the proposed income tax amendment is as 
follows: 

" The Congress shall have power to lay and collect taxes on 
incomes, from whatever source derived, without apportionment 
among the several States, and without regard to any census or 
enumeration." 

' There is nothing in this text requiring that such a tax shall be 
applicable to all incomes. There is no provision for nor limi- 
tation on exemptions. No requirement that the tax shall be 
uniform on all incomes in the same class. 

In the light of the interference with State systems of taxation 
attempted by the federal government by the proposal to tax 
inheritances and th6 enactment of a law taxing corporations for 
federal purposes, and in consideration of the powers of taxation 
already delegated to the federal government by the people of 
the several States that are unlimited as to purpose or amount, 
I believe it unwise for the States to delegate any additional 
power of taxation to the federal government under existing 
conditions. 

The proposal to amend the Constitution of the United States 
on the subject of taxation should lead to a thorough discussion 
and reconsideration of the whole subject of federal powers of 
taxation. The purposes for which these powers may be exer- 
cised, the methods of their administration and the total revenues 
that may be exacted from the people by federal taxation are all 
subjects of present vital importance to the people of this coun- 
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try, but they are subjects that cannot properly be discussed by 
this Conference, organized as it is to consider questions of State 
and local taxation. The only federal question that can be 
considered here is the question of federal interference with 
State and local taxation. 

Subjects op Federal Taxation must be defined and 

SEPARATED FROM SUBJECTS OF StATB TAXATION 

While it is within the province of this Conference to discuss 
questions of federal taxation only in so far as federal taxation 
may interfere with State and local taxation, the course of 
events has made it imperatively necessary that the question of 
defining the subjects of federal taxation and separating them 
from the subjects of State taxation shall be considered by the 
several States and permanently settled. This is the only way 
in which federal interference with State taxation can be effec- 
tively prevented. 

The federal government was created by the States on behalf 
of the people. It is the sovereign prerogative of the several 
States to assign to the federal government the subjects of taxa- 
tion from which it may derive its revenues; to specify the pur- 
poses for which it may exercise the power of taxation; to place 
a Umit upon its exercise of this power and to require an account- 
ing for its use, precisely as it is the prerogative and the duty of a 
sovereign State to assign subjects of taxation to its local sub- 
divisions, and to regulate the exercise of the power of taxation it 
delegates to them. 

If the States permit themselves to be deprived of this power 
''through executive action, through legislative and through 
judicial construction and interpretation of law to increase the 
power of the federal government," they will demonstrate their 
impotence; they will be stripped of their sovereign powers, one 
by one, until they lose their sovereign identity. 

A Convention op States should be Convened 

The purpose of federal policies to centralize power in the 
federal government raises issues far beyond the limits of taxa- 
tion problems. Such issues can properly be dealt with only by 
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a convention of States called for the purpose of discussing, 
reviewing and readjusting the powers delegated to the federal 
government. Only through a readjustment of federal and 
State powers, so effected, can all questions of federal taxation, 
and especially questions of federal interference with State taxa- 
tion, be properly and definitely settled. 

In view of the conditions confronting us, I deem it wise for 
this Conference to recommend to the legislatures of the several 
States the adoption of a joint resolution providing for a con- 
vention of States for the purpose of discussing the readjustment 
of powers delegated to the federal government. 

The continued stability of our system of government will be 
assured by a deliberate grant of broader powers of taxation to 
the federal government, or for other purposes, whenever such 
a grant is clearly necessary. To permit the federal govern- 
ment to acquire 'Hhrough executive action, through legislative 
and through judicial construction and interpretation of law" 
powers not clearly delegated to it will prove fatal to our system 
of representative government. 

We honor the men who created our government by the device 
of erecting an empire by a combination of empires, each sov- 
ereign within its own jurisdiction. 

We now have opportimity to give posterity equal cause for 
honoring the men of to-day for the ability they may show in 
readjusting the delegation of powers, so as to strengthen our 
S3rstem of representative government by promoting harmony be- 
tween each of its parts, fitting them to each other more perfectly 
to answer the requirements of our twentieth-century civilization. 
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THE RELATIONS OF STATE AND FEDERAL 

FINANCE 

By Edwin R. A. Sbligman 
Professor of Political Economy, Columbia University, New York 

The existence of several concurrent or overlapping tax juris- 
dictions has always been a source of more or less difficulty. It 
is especially, however, in federal states that the problem as- 
sumes its most acute form, and it is primarily in recent years 
that the complications have been vastly increased by the new 
developments of economic life. The problem is not peculiar 
to the United States, for the relations of local and imperial 
finance have long agitated the minds and taxed the abilities of 
British statesmen; while in federal states Uke Germany, 
Switzerland, Canada and Australia we have, as in the United 
States, the three-fold complications of local, state and federal 
fiscal adjustments. The problems are, with slight variations, 
everywhere analogous. 

In the United States it is only of late that the difficulties 
have presented themselves in full force. Local expenditures 
were at first of slight importance; State revenues were derived 
from tacking on an addition to the well-nigh sole source of 
local revenue — the general property tax; federal revenues 
were by constitutional arrangement, and by well-settled custom, 
restricted as a rule to import duties and to a few categories of 
internal-revenue taxation. 

Of late years, however, a three-fold change has occurred. In 
the first place, the growing inadequacy of State and local 
revenues has led to the selection of new sources of income, some 
of which were also occasionally utilized by the federal govern- 
ment. Secondly, the vast economic changes, which have broken 

213 



Digitized by 



Google 



214 STATE AND LOCAL TAXATION 

down State lines and made industry national, have disclosed to a 
great degree the inherent weaknesses of certain forms of State 
taxation, and have led to the demand for some method of 
national supervision or regulation in order to secure uniformity. 
In the third place, the well-nigh complete failure of the general 
property tax in State and local finance and the growing belief 
that large fortunes are evading their share of the public bur- 
dens has engendered a widespread demand for some more effec- 
tive method of reaching the wealthier classes of the community. 
These three causes have conspired to bring the subject of the 
relations of State and federal finance to a focus, so that it is 
now in the forefront of popular interest. 

It behooves us, therefore, to give careful attention to this 
topic, and to endeavor to ascertain whether there do not exist 
some underlying principles of widespread application which 
may serve as a guide to the legislator and the administrator. 

Looking at the subject in its largest aspect, it may be stated 
that there are at least three general considerations which must be 
borne in mind, in the attempt to make a permanent choice of 
revenues for each of the competing tax jurisdictions. These are 
respectively the considerations of eflSciency, of suitability and of 
adequacy. Let us take these up in turn. 

Taxation must be Effective 

The problem of eflSciency in taxation is naturally of vital 
importance. No matter how well-intentioned a scheme may be, 
or how completely it may harmonize with the abstract principles 
of justice, if the tax does not work administratively, it is doomed 
to failure. It is clear that the effectiveness of different taxes 
depends upon the nature of the tax, as well as upon the character 
of the administration. A tax on land, for instance, is apt to be 
best administered by local authorities; for it is, after all, the 
local assessors who may be presiuned to possess the most exact 
knowledge of the local conditions upon which the value of the 
land depends. State supervision may, indeed, be desirable for 
certain purposes, but into that question we do not propose here 
to enter. In the main, a locally administered land tax will be 
relatively efficient. 
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Other taxes are less obviously local in character or are less 
well fitted for local assessment because of administrative diffi- 
culties. A good example, for instance, is to be found in the 
liquor license tax known in New York as the Excise Tax. When 
the assessment of the tax was transferred a few years ago from 
local to State officials, the effectiveness of the administration 
was so enhanced as vastly to increase the revenue. -The ad- 
ministration was removed from local politics, but was not plunged 
into State politics. Centralization of administration here, as in 
many other domains of political life, has been found to approve 
itself to the popular mind. 

Just as the State administered revenues have been found in 
some cases to be superior to locally administered revenues, it 
may be expected that federally administered revenues will in 
some cases be superior to State administered revenues. For 
not only is the federal administration in some respects superior 
in efficiency to that of the State, but the very character of the 
tax may render effective supervision far easier in the one case 
than in the other. The administration of the income tax, for 
instance, would undoubtedly be far more effective in the hands 
of the federal government than in those of the State govern- 
ment because of the difficulty, as we shall see, of localizing 
and adequately controlling incomes. Other instances of this 
distinction between administrative efficiency and inefficiency 
might readily be multiplied. 

Suitability of the Tax 

The second consideration is that of suitability. Are there 
any sources of revenue which are naturally more suitable for 
utilization by one tax jurisdiction rather than another? This 
is really a problem as to the basis of taxation. Is the basis of a 
given tax wide or narrow? Obviously, in proportion as the basis 
of a tax is more and more extended, the argument in favor of its 
utilization by the broader tax jurisdiction becomes correspond- 
ingly strong. Thus, one of the principal reasons, in addition to 
that previously mentioned, why the tax on real estate is not em- 
ployed by the central government, is because the basis is so 
narrow a one. It is chiefly because the tax on real estate is 
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unsuitable for the general revenue S3rstem that it is everywhere 
becoming more and more relegated to the local jurisdictions. 
This tendency is universal throughout the civilized world, and 
the seeming counter tendencies which are illustrated by some 
of the proposals in the new British Budget could easily be 
explained away for entirely different reasons. So far as the re- 
lations between State and federal finance, at all events, are con- 
cerned, there is no doubt that a tax on real estate is obviously 
unfitted for the federal government. We in the United States 
have had but three instances of such a tax, of an entirely 
ephemeral nature, and in the main so unsuccessful that its 
repetition is exceedingly doubtful. 

While real estate, with its narrow basis, stands at one extreme 
of the scale, we find at the other extreme, with a very wide basis, 
articles of general consumption. The widest possible basis is 
afforded by commodities of so-called mass consumption, like 
tobacco and spirituous beverages; and we accordingly find that 
in the United States, as everywhere else, taxes on these com- 
modities are reserved for the use of the broadest tax jurisdiction, 
Almost without exception the American States have voluntarily 
refrained from utilizing this source of revenue because of the 
obvious unsuitableness of taxes on consumption for State pur- 
poses. The same is true to a still greater extent of customs 
duties, which are almost everywhere kept for national or federal 
use. So strongly were these conditions of suitability present 
in the minds of our forefathers, that the American Constitution 
not only expressly reserves the employment of import duties to 
the federal government, but provides in effect that the indirect 
tax should be imiform throughout the country. It is clear that 
this desirable uniformity would be completely lost if the sepa- 
rate States were to arrogate to themselves this important source 
of revenue. 

The problem of suitability, however, with its considerations 
of wide versus narrow basis, has become of special importance 
to us in connection with three great classes of revenue, — the 
corporation tax, the inheritance tax and the income tax. In 
each of these cases various reasons, as we shall see, have con- 
spired to put them forward as desirable constituents of a federal 
tax system; but it is beyond question that one of the controlling 
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factors in this demand is the proven unsuitability, from some 
essential points of view at least, of these taxes for State purposes. 
This is due, above all, to the existence of interstate complica- 
tions and to the fact that the economic basis of each of these 
three taxes is a wide one, while the State administrative basis is 
a narrow one. 

The Federal Corporation Tax 

With reference to corporations, this statement scarcely needs 
any further proof. There are, indeed, still to be found many small 
businesses in corporate form supplying primarily local needs. 
But the striking characteristic of modem business Ufe is the ex- 
istence of corporations whose products are consumed throughout 
the country and whose very location, as in the case of the 
transportation companies, is interstate in character. From 
the economic point of view, interstate lines have been com- 
pletely broken down, and the attempt to elaborate a successful 
sjrstem of State taxes on corporations has been frustrated in 
large measure by the existence of these interstate complications. 
It is well known, for instance, that the new national tax on 
corporations is due almost exclusively to the endeavor to secure 
an adequate and uniform administrative supervision of corpora- 
tions. As a purely fiscal measure, the new tax is open to almost 
every conceivable objection. It is, for instance, repugnant to 
the principles of accounting, because it deducts taxes before ar- 
riving at taxable net earnings, a proceeding as little justifiable 
as would be a State tax on corporations which deducted from 
the taxable basis the locally assessable taxes, or vice versa. It 
is repugnant to the principles of justice in taxation in that it 
provides for the deduction of all sums payable as interest on 
bonded indebtedness. This practically means that the tax is a 
tax only on the stockholder and not on the bondholder. Why 
the man who invests $10,000 in railroad stock should pay taxes, 
and another, who invests $10,000 in bonds, should go scot free, 
has never yet been shown. The old argument that the bond 
represents indebtedness, while the stock represents property, is, 
as every student knows, of no economic weight. It is a legal 
and not an economic consideration. Economically, the mort- 
gage is a part of the property, the stock and bonds together con- 
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stitute the property, the stock being worth so much the less be- 
cause of the existence of the bonds. If the real intent of the tax 
was to reach the people who owned the property, there would 
be no justification in taxing only the class of property owners 
known as bondholders. The legal situation is not the economic 
situation. 

Finally, thirdly, even if the intent is to reach only the stock- 
holders, the corporation tax is repugnant to sound principles of 
finance. For, as is familiar to all students, a special tax on a 
particular class of capital invested in corporations will lead to a 
so-called amortization of the tax; that is, the marked value of 
the corporate shares will fall by an amount equivalent to the 
capitalized value of the tax, so that the future purchaser of cor- 
porate shares will have bought them free of the tax, discounting 
future taxes in the lower purchase price of the security. Thus 
the burden of the corporation tax will be borne by present stock- 
holders, leaving future stockholders free. 

From all these points of view, therefore, the federal corpora- 
tion tax might be declared to be violative of sound economic and 
fiscal principles. Nevertheless, all these objections are beside 
the mark, because the real intent of the tax is not fiscal, but 
social or regulative. It was because of the failure of the States 
adequately to regulate interstate corporations that this tax was 
devised. As a revenue producer, or even as a fiscal measure, it is 
lamentably inadequate; but as a regulative measure it is preg- 
nant of the most far-reaching, beneficial results. Whether a 
satisfactory scheme of regulating large corporations can be 
attained through a purely fiscal measure may well be doubted. 
But since taxation can be, and often has been, utilized for 
social and regulative purposes, it may be expected that the 
regulative side of the corporation tax will serve as an enter- 
ing-wedge to a more effective system. Thus the national cor- 
poration tax is a natural, and in principle on the whole a not 
undesirable, consequence of existing interstate complications. 

Inheritance Tax 

In the same way the demand for a federal inheritance tax is 
in large measure the result of interstate conflicts of tax juris- 
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diction. Any one who has taken the trouble to follow with 
care the working of the inheritance tax in our foremost common- 
wealths will realize that, as a revenue producer, it would be far 
more successful were it not subject to the diflSculties of inter- 
state conflicts of tax jurisdiction. The fact that the English 
inheritance tax yields about twenty times as much as the New 
York inheritance tax cannot be explained simply by the diflFer- 
ence in population or in the tax rate. It is in large measure due 
to the fact that the Englishman cannot evade the tax as can the 
New Yorker by transferring himself or his property to adjacent 
States, where no such tax exists. On the other hand, there have 
been in America frequent instances of double taxation, as in the 
well-known case of the estate of a man whose property happens 
to be situated in another State being taxed by each State in turn. 
Thus the State assessment of inheritances means now under- 
taxation and now overtaxation — the net result being glaring 
inequality. From this point of view a federal inheritance tax 
would be as superior to a State inheritance tax as the latter 
would be to a local inheritance tax. 

Income Tax 

The same considerations, but in an intensified form, apply to 
th^ income tax. If there is anything that may be considered a 
well-settled induction from experience, it is that an income tax is 
more and more unsuccessful as the basis of the tax becomes nar- 
rower. In former times a local income tax was fairly workable 
because incomes were chiefly local in their nature. In modem 
times, however, the income of the taxpayer, and especially the in- 
come of the large taxpayer, has very little to do with the locality 
in which he happens to live. Nay, more, incomes nowadays, 
through the working out of economic forces, have become national 
and international in character, and at all events have far tran- 
scended State lines. A man may live in one State and may secure 
his income partly from real estate holdings situate in another 
State and partly from investments in securities of corporations 
whose earnings are derived in many other States. How is it pos- 
sible for any local or State administration successfully to ascer- 
tain or adequately to control such income of its resident citizens? 
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The State income taxes in the United States are largely for that 
reason the veriest f arces, and under present economic conditions 
can never become anything else. If we are to have an income 
tax of any kind that is at all in consonance with fiscal princi- 
ples, it must obviously be a federal income tax rather than a 
State income tax. For in no other practicable way shall we be 
enabled to avoid the numberless complications of interstate 
double taxation which would assuredly render nugatory any 
attempt to introduce a State income tax. 

It will be seen, therefore, that so far as concerns the ques* 
tion of suitability, resting on the existence of conflicts of tax 
jurisdiction, the arguments in favor of federal corporation, 
inheritance and income taxes are of considerable weight. It 
would, however, be rash to conclude that the argument is con- 
vincing; for there still remains the third point, adverted to 
above, without a careful consideration of which no final con- 
clusion can be reached. We come, in other words, to the 
principle of adequacy in taxation. 

Adequacy 

If we look at revenue measures from the point of view of 
adequacy, it will be seen that the problem assumes a different 
form. Let us apply it first to the income tax. 

So far as considerations of revenue are concerned, it can 
scarcely be contested that the income tax is not needed for 
federal purposes. Federal revenues in the past have in 
normal times been derived almost entirely from customs duties 
and internal indirect taxes. There is no reason why these 
sources should not suflice for the future. Without entering 
here upon the general question of the protective tariff, it may 
be confidently asserted that we can continue to seciu*e a large 
and growing revenue from import duties, whether the principle 
of protection be upheld in its integrity or not. Either a 
revenue tariff with incidental protection or a protective tariff 
with incidental revenue can be made to yield the desired in- 
come. And when we consider the inunense population in the 
United States, it is beyond all question that even a simple 
system of indirect taxes will suffice to raise the remainder of 
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the needed revenue. The mtemal revenue, exclusive of the 
income tax, yielded at the close of the Civil War almost 
$300,000,000 a year, and if we take into account the prodigious 
increase in wealth and in consumption during the forty years 
that have elapsed, it will be apparent that the internal revenue 
system of the United States might be made to yield to-day 
many hundred millions of dollars more than it actually does, 
without even approaching the number of taxes or the rate of 
taxation that existed during the Civil War. It is quite safe 
to say that, so far as we can look into the future, the prospective 
expenditure of the United States may be readily and easily 
suppUed by import duties, together with a well-chosen system 
of light internal revenue taxes. 

A national income tax, therefore, is not needed for revenue 
purposes. Nor is the demand for a national income tax based 
upon such reasons. The argument in its favor, however, is 
none the less exceedingly strong. If not needed for revenue, 
it is needed for justice. This is due to the complete break- 
down of the general property tax in State and local finance. 
Under the existing State and local systems there is no doubt 
that we are unable to reach the possessors of large fortunes. 
The wealthy man stands from under, not necessarily because 
he commits perjury, but because the loop-holes in the general 
property tax have become so numerous that any adroit indi- 
vidual can avail himself of them. A federal income tax is 
justifiable on the score of equity under prevalent American 
conditions. 

I would here, however, sound a note of warning. It must 
not be imagined that a federal income tax would at once work 
well. The experience of Germany and even of England must 
not lead us astray. We have neither the administrative ma- 
chinery of Prussia nor the methods of doing business which 
are found in Great Britain. The liunp-sum income tax of 
Prussia would be hopeless in this country; the scheduled in- 
come tax of Great Britain would meet with great difficulties 
in its application here. It has taken England half a century 
to work out the problem of its income tax and to make it 
fairly successful; it would take us, perhaps, almost as long 
to make even a federal income tax an administrative success. 
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Thus those who hope for a fiscal or a social panacea m the 
federal mcome tax are bound to be woefully disappointed. 
Moreover, if introduced into this country, it must be framed 
with the most extreme care and on lines far different from the 
measures of 1862 and 1894. 

Income V8, Personal Property Tax 

One final advantage of the federal income tax which must 
not be overlooked is that it would render far easier the struggle 
that is going on in our various States to amend or to abolish 
the iniquitous personal property tax. The taxation of intan- 
gible personalty has become a byword and a reproach to our 
American public life. All efforts to reform the system of the 
general property tax have thus far shattered against the rock 
of popular conviction that such wealth as consists of personal 
property ought not to be allowed to escape. If, now, we were 
to have a federal income tax, however unsuccessful it might 
be at first, it would take th& wind out of the sails of these 
objectors; and the would-be reformers of the system of local 
and State taxation would no longer be met by the contention 
that personal property must be listed for taxation. For per- 
sonal property would then be reached through the federal in- 
come tax. It is significant that in England personal property 
was entirely exempted from all local taxation in the very same 
decade that the existing national income tax was imposed. 

Our conclusion would then be that, so far as the income tax 
is concerned, even though it be not needed for purposes of 
revenue, it is nevertheless a desirable adjunct to our scheme of 
federal taxation. It goes, of course, without saying, that, even 
apart from this question, the projected, constitutional move- 
ment, legalizing the income tax, ought to prevail. For even if 
the income tax were not to constitute a part of our normal 
revenue system, it would be deplorable in the extreme if a 
mighty empire like the United States were unable to use this 
potent engine of revenue in time of need. 
- When, however, we come to consider the inheritance tax 
and the corporation tax, we find that the argument from the 
principle of adequacy is somewhat different. The income tax 
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is not employed, and is not needed, for State or local revenues, 
but the same is by no means true of the inheritance tax and 
the corporation tax. Every one who is familiar with the 
recent developments of tax reform in the American States 
knows that the tendency is very clear. There is an undoubted 
movement toward the separation of State and local revenues, 
with a reservation of the real-estate tax to the localities. On 
the fundamental reasons for this world-wide movement it is 
not necessary or proper here to enter, but it is pertinent to 
call attention to the fact that the general property tax is com- 
ing more and more to be restricted to the localities, and that 
the State governments have in consequence been compelled to 
reach out for new and independent sources of revenue. These 
new sources of revenue have consisted primarily of the cor- 
poration tax and the inheritance tax, supplemented in a few 
cases like New York by some other forms of taxation. In 
some States this process has been entirely completed, and the 
general property tax is no longer employed for State purposes, 
to the great advantage of all concerned. If, now, the federal 
government would seize upon either, or, still worse, both the 
inheritance tax and corporation tax, this entire salutary move- 
ment would have to be reversed. The assiunption by the 
federal government of what it does not need for fiscal purposes 
and of what is seriously needed by the State government 
would be a calamity of the first magnitude — a calamity the 
full significance of which can only be appreciated by those 
who, during the past few decades, have patiently watched and 
labored to help in bringing about the beginning of the great 
reform which is now apparent. The abandonment by the 
States of reliance on the aid afforded by the corporation tax 
and the inheritance tax is something that cannot be thought 
of for a moment. 

On the other hand, as we have seen, both the inheritance 
tax and the corporation tax, like the income tax, are really 
more fitted for federal administration. How, then, are we to 
escape these two horns of the dilemma? According to the 
principle of suitability, the inheritance and corporation taxes 
should be federal taxes; according to the principle of adequacy, 
they should be State taxes. 



Digitized by 



Google 



224 STATE AND LOCAL TAXATION 

Conclusion : Apportion Revenue to the States 

May I venture to suggest a method which will prevent us 
from being impaled on either of the two horns of the dilenmia, 
and which may extricate us from the diflSculty. Why is it not 
possible to secure all the ends of suitability by having the 
taxes administered by the federal government under general 
federal laws, and why is it not possible to secure all the ends 
of adequacy by having the proceeds apportioned in whole or 
in part to the various States. This is my solution of the diffi- 
culty: let the federal government assess the taxes, and let 
the State governments profit by the taxes. 

This is by no means so new or revolutionary a suggestion 
as it may appear. It is foimd in some form or other in many 
countries, and in not a few of the American commonwealths. 
In England, for instance, the inheritance tax is assessed by the 
central government, but a part of the proceeds is allotted to 
the local government. The same is true of some other taxes 
in England. In Germany the proceeds of certain indirect 
taxes are divided between the federal and the State govern- 
ments, and one of the important features in the recent budge- 
tary scheme of Chancellor von Biilow was to have a federally 
administered inheritance tax, a part of the proceeds to go to 
the State. This scheme has only temporarily been abandoned. 
In Canada it is well known that a large part of the provincial 
revenues is derived from the proceeds of taxes that are levied 
by the federal government. Other instances might readily be 
multiplied. In the United States also many of our separate 
conunonwealths raise revenues which are apportioned to the 
local administrations. Even the federal government, as in 
the one famous instance of the Distribution of the Surplus, 
apportioned to the various States the proceeds of federally 
assessed taxes. The question of the constitutionality of the 
scheme that I have suggested may be left to the lawyers. My 
own opinion, expressed with all due diffidence, is that a consti- 
tutional method can be devised. But my additional opinioni 
expressed without any diffidence, is that, if constitutional meth- 
ods cannot be devised, the sooner a constitutional amendment 
is procured the better it will be. I can see no other avenue 
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of escape from the difficulties that are looming up on all 



It may, indeed, be claimed that the difficulties connected with 
the confficts of State jurisdiction can be overcome in another 
way, — namely, by interstate agreements based on considera- 
tions of interstate comity, whereby each State will obligate itself 
to refrain from levying more than its equitable and proper share 
of the tax. While this consummation would be exceedingly 
desirable, it may well be doubted whether it is at all feasible. 
American experience has, unfortunately, driven home the lesson 
that the separate commonwealths cannot be depended upon 
voluntarily to relinquish any weapons which may constitution- 
ally be employed in the struggle of local and sectional interests 
for economic advantage. Even if the majority of the States 
could be induced to enter into such a compact, the defection or 
refusal of a few States would be sufficient to defeat the whole 
scheme. In other federal states, like Germany, e.g., it has been 
foimd necessary to achieve the desirable imiformity by imposing 
it upon the states through national regulation. It is clear, how- 
ever, that the American commonwealths would not brook such 
national interference, and that the accomplishment of the 
desired end would require a constitutional amendment which 
it would be well-nigh impossible to secure. 

Moreover, even if such interstate uniformity could be reached 
in this way, it would at best apply only to the inheritance tax. 
It was because of its hope of effecting some such reform that 
the International Tax Conference has expressed its strong pref- 
erence for a state inheritance tax. But even the thorough- 
going acceptance of the principle of interstate comity would 
still fail to meet the problem involved in the corporation tax 
— the problem, viz., of reaching the corporate earnings derived 
exclusively or in large measure from interstate business. When 
even the economic apportionment to each State of its proper 
share of revenue from such complex sources is sa difficult a 
matter to accomplish, the problem of the fiscal adjustment of 
interstate difficulties by purely State administrative methods 
may be declared to be well-nigh insoluble. 

Unless therefore all the States carry out in good faith the 
principle of interstate comity as applied to the inheritance tax, 

Q 
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through which alone a system of State inheritance taxes can 
justify itself, we are forced back to the scheme suggested above 
as the sole practicable alternative. 

This method of federal administration and State apportion- 
ment will accomplish everything that is needed. It will con- 
form to the principles of efficiency and of suitability, because 
the taxes in question can best be administered by the federal 
government and because in that way alone the gross inequali- 
ties of the present system can be overcome; while on the other 
hand the separate States will secure the revenue which they 
need, and will be able to continue in the path of tax reform 
which has been so auspiciously entered upon. 

Thus we reach the conclusion that, of the three great taxes 
about which the controversy has now become so acute, the 
income tax ought to be levied by the federal government and 
its proceeds utilized to diminish the burden of the national 
indirect taxes; that the corporation tax should be levied as a 
national tax by the federal government, but under a clear under- 
standing with the separate States that the proceeds should be 
distributed, in whole or in greater part, to them; and that the 
same method should be applied to the inheritance tax, unless 
the States see fit to adopt, in essence, the principle of inter- 
state comity. To determine the exact methods of repartition 
would be comparatively easy. For that would be a matter of 
detail, not of principle. The important point is that some 
adjustment be reached whereby the legitimate demands of 
equality and of uniformity may be complied with without 
those of efficiency and adequacy being sacrificed. The in- 
terests of the States must at all costs be safeguarded, but the 
difficulties inherent in a State administration of what has be- 
come national in character must be avoided. The plan out- 
lined above will accomplish this end. In this way and in this 
way alone can we do justice to the underlying principles of 
fiscal and social reform. In this way and in this way alone 
can the relations of State and federal finance be put on an 
enduring and a completely satisfactory basis. 
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CHANGES IN FEDERAL TAXATION* 

By Lawson Purdt 

President Department of Taxes and Assessments, City of New 

York 

The Congress has submitted to the States an amendment 
to the Constitution intended to make certain the power of 
Congress to levy an income tax. At the same session a federal 
law was enacted imposing a tax on the income of corporations. 
Various excuses are oflFered for this law. It is said to be a 
temporary expedient for raising needed revenue. On the other 
hand, the possible revenue is regarded as only incidental to a 
new plan for obtaining information to be used in regulating the 
management of corporations. 

. Whatever may be the reasons for the enactment of this law, 
it was enacted suddenly, without warning and without ade- 
quate discussion. It represents a wide departure from all pre- 
vious legislation. We ought to analyze it carefully and con- 
sider whether or not it deserves approval. 

This new federal law requires every corporation 

"to pay annually a special excise tax with respect to carry- 
ing on or doing business by such corporation . . . equivalent to 
1 per cent upon the entire net income over and above $5000 
received by it from all sources during such year, exclusive of 
amounts received by it as dividends upon stock of other cor- 
porations." 

* The day before this address was delivered, President Taft» in a speech at 
Denver, made a defense of the federal corporation tax. In view of the publi- 
cation of that speech in the morning papers, Mr. Purdy prefaced his address 
with the following statement: 

"My paper was prepared before I read President Taft's address on the cor- 
poration tax. With the objects the President advocates, I am in general ac- 
cord, but I think my paper shows that he has been misled as to any similarity 
between the British income tax and the corporation tax." 
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Net income is ascertained by deducting from the gross in- 
come received within the year from all sources. 
L All necessary expenses paid out within the year. 

2. Losses sustained and depreciation suffered. 

3. Interest actually paid on bond or other indebtedness to 
an amount not exceeding the paid-up capital stock. 

4. Taxes paid within the year. 

6. Dividends upon stock of other corporations subject to 
the tax hereby imposed. 

Although called an excise tax "with respect to the canying 
on or doing business/' that language appears to have been em- 
ployed solely for the purpose of following the decision of the 
Supreme Court in the Spreckels case (192 U.S. 397, 411). 

The Income Tax on Corporations 

While the tax based on corporation income is called an 
"excise tax," in the apparent hope that the phrase will dis- 
guise it when it is presented to the Supreme Court, it is in 
reality a partial income tax. Congress has endeavored to 
follow the latest decisions of the Supreme Court, and in so 
doing has enacted a law which has all the defects of the most 
poorly devised income tax and other defects peculiar to itself. 
It interferes with a source of revenue universally employed by 
the States and vital to many of them. For twenty-five years 
the States have gradually been advancing toward a complete 
separation of State and local revenues. One of the most im- 
portant sources of State revenue, and in some States the most 
important, is the tax on corporations. In some States these 
taxes on corporations are moderate and easily enforced, and 
do not impose unnecessary burdens upon the corporations; in 
others, they are ill-devised, imequal, and require peculiar and 
traublesome systems of accounting. The reports required by 
the federal government have no relation to the tax reports 
required by the States and, therefore, will compel additional 
accounting expense. 

The form of this tax on corporation income renders nec- 
essary a most inquisitorial procedure. The States have the 
power to tax corporations without pr3ring into their business 
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secrets, and some of them do this now, with marked success, 
so far as revenue is concerned. 

It is contended that this taxing act can be used to aid in 
the proper regulation of corporation activity. How this can 
be done does not appear, nor why it should be done. The 
United States government has power to regulate interstate 
commerce, and exercises the power through the Interstate C!om- 
merce Commission and the Sherman Act. It has no constitu- 
tional power to regulate business corporations. These corpora- 
tions are the creatures of the States. The States prescribe the 
rules for their creation and have power to prescribe the rules 
for their conduct. If the United States proposes to regulate 
these corporations, it is exceeding its constitutional power and 
trenching on the power of the States. 

It has been suggested that the power to tax incomes should 
be reserved to the States. This suggestion must be made in 
derision or in profound ignorance. Several States have tried 
to impose income taxes and failed utterly, as they must fail. 
The only income tax law which has a chance of success must 
be patterned after the British income tax, which taxes all in- 
comes and uses corporations as tax collectors. This requires 
nation-wide jurisdiction. 

During the fiscal year ending in 1907, Great Britain received 
over $150,000,000 from the income tax. A very large part 
(two-thirds to three-fourths) of this revenue was collected 
without any inquisitorial procedure, by requiring every corpo- 
ration to deduct the tax from the dividends and interest paid 
to the shareholders and bondholders. Banks are required to 
deduct the tax from the distributions of income, which they 
make as fiscal agents for corporations and foreign govern- 
ments. In general, the policy of the British law is in every 
possible case to reach the income before it is paid to the one 
entitled to receive it. 

The collection of the tax in this manner does not depend 
upon the truthfulness of the person taxed, and the collections 
are said to be almost equal to the total amount due. So far 
as the collection of the British income tax depends upon the 
statement of the person taxed, there is the inevitable loss 
always incident to a tax of this character. It is possible. 
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however, by the same general methods to check mdividual 
returns. 

It is, of course, unpossible for any State government to levy 
an income tax at source after the British fashion, for it could 
only exercise control over the corporations of its own creation. 
When the source of the income was outside the State, it would 
be helpless. Even if every State enacted an income tax law 
identical in terms, it would still be impossible to enact an 
effective law, for the reasons given. So long as all the States 
did not have the same law, a State income tax would inevitably 
be as farcical as the tax on personal property is now. A fimda^ 
mental rule which should govern any tax is that it should 
affect in the same way all persons similarly situated. 

The corporation income tax law is most unequal in its opera- 
tion. The imequal effect of the law is illustrated by a news 
item in the Journal of Commerce (New York) of August 27, in 
which it is set forth that a shoe manufacturing company doing 
an annual business of $10,000,000 a year has dissolved the 
corporation and become a partnership to escape the tax, and, 
probably more important still, the inquisition into its private 
affairs. It will be surprising if any corporation engaged in a 
keen competitive business, which can possibly dissolve and 
continue business as a partnership, does not do so, when, as a 
corporation, the intimate details of its business must be filed 
as a public record in the office of the Commissioner of Internal 
Revenue. The corporate form of doing business doubtless has 
great advantages over a partnership, but the advantages of 
being a corporation are in no sense a special privilege, as they 
are open to all persons similarly situated on the same terms. 
It is, moreover, the States and not the federal government that 
offer the advantages of incorporation. 

The law discriminates between corporations doing similar 
business and having the same invested capital. This opens 
opportunities for avoiding the intended effect of the law. Let 
us assume an extreme case: two corporations have property 
invested in manufacturing amounting to $1,000,000 each, and 
earn net $100,000 a year. One corporation has $1,000,000 of 
stock, and will pay a tax of $950 a year; the other corpora- 
tion has $500,000_of stock and $500,000 of bonds, the bonds 
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all held by stockholders in like proportion. It is provided that 
interest shall be paid on the bonds up to 20 per cent per annum 
if earned. There would be no dividends on the stock. The 
corporation under the law could deduct the interest paid on its 
indebtedness equal to the amount of its capital stock, and it 
would therefore pay no tax at all. 

There are two real estate corporations, each having $100,000 
of stock. They both earn net 6 per cent per annum. One has 
no debts, and the other has mortgage debts of $400,000. One 
would pay a tax of $10 a year and the other would pay $190, 
or nineteen times as much. 

When corporations have both preferred and conmion stock, 
a tremendous injustice may be done to the holders of common 
stock, for the tax will fall exclusively upon them. Two cor- 
porations have each $1,000,000 invested, and earn $60,000 a 
year net. One has $1,000,000 of common stock, and the other 
has $760,000 of preferred, and $250,000 of conunon. The 
holders of the common stock of the second corporation would 
be burdened four times as heavily as the holders of the common 
stock of the first corporation. 

No tax law should be so framed as to encourage bad systems 
of finance. No tax law should be so framed that its effect 
depends upon whether a corporation is financed with bonds or 
without bonds; with preferred and common stock, or with 
common stock only. This federal tax invites the formation 
of corporations with a bonded debt equal to the nominal capital 
stock and with interest charges on the debt dependent upon 
earnings. If the tax is upheld and continued, we sh^ see 
many corporations issuing income bonds. 

The ADBflNISTRATION OF THE LaW 

It would seem that the framers of any law should have 
regard to established commercial usages and methods of ac- 
coimting. In July, a letter was sent to the Attorney-General 
signed by twelve of the most distinguished firms of public 
accountants in the coimtry, in which, in referring to the cor- 
poration tax law, they said: "We have formed the opinion 
that some of its provisions are absolutely impossible of appli- 
cation, and others violate all the accepted principles of sound 
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accounting." These accountants expressly disclaimed any in- 
tention to object to the tax, and offered their suggestions in 
the interest of practical administration. These gentlemen 
audit the business of the great corporations of the country, 
and must know whereof they speak. The law appears to be 
framed with a view to regard cash receipts and payments 
only. This question the courts will doubtless be called on to 
decide. 

Every company "subject to the tax" is required to make a 
return by an aflSdavit of its principal officer, setting forth the 
facts required to be stated in order that the tax may be com- 
puted. For failure to make the return there is a penalty of 
not less than $1000 nor more than $10,000. It does not 
clearly appear that a company in receipt of a net income less 
than $6000 is a company "subject to the tax," within the 
meaning of the law. In either event the difficulties of ad- 
ministration are extreme. If every company must make the 
return regardless of whether it has to pay the tax or not, my 
experience in the New York Tax Department convinces me 
that the collector of internal revenue has an enormous task 
before him. 

A very large percentage of the corporations now in existence 
are wholly irresponsible. Some are responsible finaAcially, but 
are officered by men who are not advised by counsel, and who 
are ignorant of the law. They will either fail to make any 
return at all, or will make their returns in such fashion that they 
will not be understood. If, on the other hand, the language 
of the statute is to be interpreted to mean that only corpora- 
tions liable to pay the tax are required to make a return, the 
task of the collector will be harder still. 

CONSTITUnONAL LIMITATIONS 

If this so-called excise tax was enacted in good faith for 
revenue purposes, its iniquities must perhaps be charged to the 
recent decisions of the Supreme C!ourt. In order to consider 
inteUigently the problem which confronted Congress, it is 
necessary to examine the constitutional limitations upon the 
taxing power of Congress and to review the controversies 
which have arisen in relation to the phrase "direct tax" as 
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used in the Constitution. The Constitution provides that no 
"capitation or other direct tax shall be laid unless in propor- 
tion to the census or enumeration hereinbefore directed to be 
taken." The enumeration is provided for in § 2 of Art. I. 
It relates primarily to the apportionment of representatives in 
Congress. The wording of the section is as follows: 

"Representatives and direct taxes shall be apportioned 
among the several States which may be included within this 
union, according to their respective numbers, which shall be 
determined by adding to the whole number of free persons, 
including those bound to service for a term of years, and ex- 
cluding Indians not taxed, three-fifths of all other persons. 
The actual enumeration shall be made within three years after 
the first meeting of the Congress of the United States, and 
within every subsequent term of ten years, in such manner as 
they shall by law direct." 

Various theories have been advanced by persons who have 
not studied the proceedings of the Constitutional Convention 
to explain this provision in regard to the apportionment of 
direct taxes in proportion to the enumeration of the popula- 
tion. It has even been suggested that the framers of the 
Constitution had well-considered plans for preservmg the tax- 
ing power of the States. 

It is a matter of history that Gouvemeur Morris suggested 
the provision in order to effect a compromise between the free 
States and the slave States, over the question of representa- 
tion in Congress. The free States desired only free persons to 
be represented, while the slave States desired representation in 
proportion to their total population, including slaves. Morris 
suggested that taxation and representation should go together. 
The proposition was accepted, and the slave States then acceded 
to the reduction of their representation, as provided in the 
Constitution, — that is, that they should receive representa- 
tion in proportion to three-fifths of their slaves. There was 
practically no consideration of the word "direct." Morris 
first proposed "that taxation shall be in proportion to repre- 
sentation." This was criticised on the ground that it would 
cripple the power of Congress, and Morris amended his propo- 
sition so that it should only apply to direct taxation. 

The Constitution was adopted in 1787, and only eight years 
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later the Supreme Court of the United States construed the 
phrase "direct taxes" in the case of Hylton vs. the United 
States (3 Dallas, 171). In 1880, the constitutionality of the 
Income Tax Act of 1864 was unanimously aflBrmed by the Su- 
preme Court (Springer vs. United States, 102 U.S. 686). 

Judge Swayne, who wrote the opinion of the court, thus 
referred to the Hylton case: 

"In Hylton vs. United States (supra), a tax had been laid 
upon pleasure carriages. The plaintiff in error insisted that 
the tax was void, because it was a direct tax, and had not been 
apportioned among the States as required by the Constitution, 
where such taxes are imposed. The case was argued on both 
sides by coimsel of eminence and ability. It was heard and 
determined by four judges, — Wilson, Paterson, Chase and 
Iredell. The first three named had been distinguished mem- 
bers of the constitutional convention. Wilson was on the 
committee that reported the completed draft of the instru- 
ment, and warmly advocated its adoption in the State con- 
vention of Pennsylvania. The fomth was a member of the 
convention of North Carolina that adopted the Constitution. 
The case was decided in 1795. The judges were unanimous. 
The tax was held not to be a 'direct' tax. Each judge de- 
livered a separate opinion." 

Judge Swayne quotes from the opinion of Judge Chase as 
follows: 

"That he would give no judicial opinion upon the subject, 
but that he was inclined to think that the direct taxes con- 
templated by the Constitution were only two, — a capitation 
tax and a tax on land." 

- "Mr. Justice Iredell said: 'Perhaps a direct tax, in the 
sense of the Constitution, can mean nothing but a tax on some- 
thing inseparably annexed to the soil. ... A land or poll 
tax may be considered of this description. The latter is to be 
so considered, particularly under the present Constitution, on 
account of the slaves in the Southern States, who give a ratio 
in the representation in the proportion of three to five.'" 

"Mr. Justice Paterson said he never entertained a doubt 
'that the principal, he would not say the only, objects con- 
templated by the Constitution as falling within the rule of 
apportionment were a capitation tax and a tax on land.' From 
these views the other judges expressed no dissent." (102 U.S. 
600, 601.) 
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Judge Swayne concludes the opinion as follows: 

"Chancellor Kent, speaking of the case of Hylton vs. United 
States, says: 'The better opinion seemed to be that the direct 
taxes contemplated by the Constitution were only two; viz., a 
capitation or poll tax and a tax on land,' 1 Com. 257. See 
also Cooley, 'Taxation,' p. 6, note 2; Pomeroy, 'Constitu- 
tional Law,' 167; Sharwood's 'Blackstone,' 308, note; Rawle, 
'Constitution,' 30; Sergeant, 'Constitution,' 305. 

"We are not aware that any writer, since Hylton vs. United 
States was decided, has expressed a view of the subject differ- 
ent from that of these authors. 

"Om* conclusions are, that direct taxes, within the meaning 
of the Constitution, are only capitation taxes, as expressed in 
that instrument, and taxes on real estate; and that the tax of 
which the plaintiff in error complains is within the category 
of an excise or duty. Pomeroy, "Constitutional Law," 177; 
Pacific Insurance Co. vs, Soule, and Scholey vs. Rew, supra. 

"Against the considerations, in one scale, in favor of these 
propositions, what has been placed in the other, as a counter- 
poise? Our answer is, certainly nothing of such weight, in our 
judgment, as to require any special reply. 

"The numerous citations from the writings of foreign politi- 
cal economists, made by the plaintiff in error, are sufficiently 
answered by Hamilton in his brief, before referred to." (102 
U.S. 602, 603.) 

The constitutionality of the Income Tax Act of 1894 was passed 
upon by the Supreme Comt in 1896. The court took the 
modem economic view of the meaning of the words "direct 
taxes" instead of the historical meaning, as expressed by the 
Supreme Comt in all previous decisions. The previous de- 
cisions had all been imanimous. The decision of 1896 was by a 
bare majority of the comt, the dissenting justices writing 
very strong opinions (Pollock vs. Farmers' Loan & Trust Co., 
158 U.S. 601). 

The theory has recently been advanced that a direct tax may 
be apportioned, in accordance with population, with justice to 
the several States, and that the f ramers of our Constitution in- 
tended to protect the States from the imposition of any tax now 
regarded by our Supreme Court as direct, unless it were appor- 
tioned. And it is contended that this interpretation of the Con- 
stitution leaves the government with ample power. Of this 
view Mr. Justice White, in his dissenting opinion in the income 
tax case, said: 



Digitized by 



Google 



236 STATE AND LOCAL TAXATION 

" On the contrary, instead of doing this, it really deprives 
the government of the ability to tax such property at all, 
because the tax, it is now held, must be imposed by the rule 
of apportionment according to population. The absolute 
inequality and injustice of taxing wealth by reference to popu- 
lation and without regard to the amount of the wealth taxed 
are so manifest that this system should not be extended be- 
yond the settled rule which confines it to direct taxes on real 
estate. To destroy the fixed interpretation of the Constitu- 
tion, by which the rule of apportionment according to popu- 
lation is confined to direct taxes on real estate, so as to make 
that rule include direct taxes on real estate and taxes, whether 
direct or indirect, on invested personal property, stock, bonds, 
etc., reads into the Constitution the most flagrantly unjust, 
unequal and wrongful system of taxation known to any civi- 
lized government. This strikes me as too clear for argimienf 
(168 U.S. 712). 

A brief examination of the last census statistics confirms 
what Justice White said. It is sufficient to compare a few of 
the divisions of the United States as reported in the census. 
The census reports the estimated value of all property in every 
State. While this estimate may be far from accurate, it is 
made in the same way for each part of the coimtry, and fur- 
nishes a fairer basis of comparison than the assessed value of 
property which is not made upon the same basis, and varies 
greatly in its proportion to true value. If a tax of one dollar 
per head were laid upon the several States for federal purposes, 
it would amount, in the North Atlantic division, to about 70 
cents per $1000 of the estimated value of all property; in the 
western division to 50 cents per thousand; in the southern cen- 
tral division to $1.80 per thousand, and in the southern South At- 
lantic division to $2.50 per thousand. That is to say, that such 
a tax would fall in proportion to the wealth of the States five 
times as heavily on the southern South Atlantic States as upon 
the States of the western division.* 

Let us take another basis of comparison: the census reports 
the total expenditures from current revenue for all purposes in 
each State. A tax of one dollar per head would only amoimt to 
4 per cent of the expenditure of the North Atlantic States 
and of the States of the western division; whereaa, it would 

* See table at end of address. 
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amount to 18 per cent of the expenditures of the southern South 
Atlantic States. It would thus impose a burden on the southern 
South Atlantic States when compared with expenditures four 
and one half times as heavy as upon the States of the North 
Atlantic and western divisions. 

With the facts before it, it is inconceivable that anyCJon- 
gress will levy a tax upon the States apportioned in accordance 
with population^ when the poorer States will be obliged to pay 
from four to five times as much as the richer states in propor- 
tion to their wealth or expenditures. 

Five times the United States has exercised its power to levy 
a direct tax apportioned among the States. It has done this 
only in time of great financial strain. The result was a miser- 
able failure. As a means of raising revenue it must be a failure, 
for it could hardly be possible to extract from any State more 
than one-third of its local expenditures for all purposes, and a 
tax of two dollars per capita would amount in the States of the 
southern South Atlantic division to over 36 per cent of their 
entire expenditures. A tax of two dollars per capita would only 
yield to the United States about $160,000,000. 

CONCLUSION 

From whatever point of view the federal corporation tax is 
studied, it is unworkable and unjust; it encroaches upon the 
powers of the States; it is not productive of revenue; it is need- 
lessly inquisitorial; the publicity required is rash and danger- 
ous in the extreme. Its name is a subterfuge, it is an income tax 
and not an excise tax. It has the vices of income taxes without 
the merits of an income tax law scientifically framed. The 
States cannot frame income tax laws that are workable, because 
they lack jurisdiction of the sources of income, and incomes must 
be reached at source to be taxed effectively. If incomes are to 
be taxed, the United States must tax them. In any event, the 
United States should have the power. In view of the decision 
of the Supreme Court in the Pollock case, it now seems necessary 
to amend the Constitution in order that that power may be 
certain and definite. 
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STATES 



Population, 
1900 



Ettimated True 

Value of Taxable 

Property. 1900 



S 






Total Expendi- 
tures. 1902 



"SI 

III 

m 



North AOatUic: 
Maine 

New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Western: 
Montana 
Idaho 
Wyoming 
Colorado 
New Mexico 
Arizona 
Utah 
Nevada 
Washington 
Or^n 
Caluomia 

SotUh Central: 
Kentucky 
Tennessee 
Alabama 
Mississippi 
Louisiana 
Arkansas 
Indian Territory 
Oklahoma 
Texas 

Southern South 
Atlantic: 
North Carolina 
South Carolina 
Georgia 
Florida 

United States: 



21,046,695 



$29,967,083,800 



.70 



$499,671,932 



4,091,349 



6,814,620,078 



.50 



99,249,618 



14,080,047 



7,462,536,816 



$1.80 



97,081,787 



14 



5,978,999 



75,994,575 



2,350,411,834 



82,304,517,845 



2.50 



.90 



33,654,576 



1,156,447,085 
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DISCUSSION ON RELATIONS OF FEDERAL 
AND STATE TAXATION 

Governor Willson: The Chair has previously announced 
that the papers would be open for discussion, as this subject of 
Federal and State Taxation was likely to be the most interesting 
subject of discussion. We are now ready for discussion in such 
manner as shall please the delegates. You will understand- 
that we are under the five-minute rule, and the Chair will be 
obliged to enforce it except where there is unanimous consent. 
From the number who seem to be interested in speaking, I 
hope that we shall be able to keep the addresses within the five- 
minute limit. 

Professor George Coray (Utah) : I do not wish to discuss 
this matter further than to point out the conflict that I see be- 
tween the individual and the corporation. The individual, in the 
exercise of his rights, is not the same as the corporation in the 
exercise of its rights. The corporation has special privileges 
as to limited responsibilities which the individual has not. The 
corporation is to-day exercismg those privileges, as some think, 
beyond what was intended, and that is the reason, I believe, for 
certain conditions that now prevail. 

Here is the distinction that I would like to point out to you. 
The stockholder of the corporation to-day is participating very 
little indeed in its management. He is enjoying its dividends, 
but that is about all the participation that -the average holder 
of stock in a corporation has in its affairs. The individual is 
working for his income immediately and directly. Every step 
that is taken is taken upon his own initiative. Now, it is not fair 
to compare that individual, with respect to his responsibility, 
and with respect to the right of the government to tax him, 
with a corporation run by a few individuals and the stockholders 
in general participating very little in the operation. 
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The corporation is a creature of the public will in every re- 
spect, and when the public good ceases to be served by it, I 
believe that is the time for the public to ask as to the expediency. 
When the expediency ceases, the public good demands that the 
government shall use the power to tax to regulate its creature, 
the corporation. There is no reason why to do this cannot be 
right. I do not believe anybody can accept ideas presented here 
that the government cannot and should not use the taxing power 
except for revenue. The government itself is an expediency, 
nothing more. 

Governor Noel (Mississippi): There are three subjects 
before you under the present question: Inheritance Taxes, 
Taxation of Corporations and Income Taxes. 

The taxation of incomes is a payment of every man accord- 
ing to his ability, according to what he makes in the clear. It 
is just. It ought to be imposed in some quarter, and it can 
only be imposed efficiently by the federal government. This 
cannot be done through the federal government now, on ac- 
count of a decision of the Supreme Court of the United States. 
One man stood between the whole people and their wish, as 
expressed through Congress after a century of experience as a 
nation. We want to wipe out the opinion of that man, even if 
he is a judge of the Supreme Court. We want that power 
placed where it can be exercised whenever the emergency re- 
quires. Why tax the corporation and not tax the bondholder? 
Both should be taxed, but in order to get at the bondholder we 
must amend the Constitution, and as a means of amending the 
Constitution, we intend to put an income tax on corporations 
to prevent them from throwing their mighty income and weight 
on the side of the defeat of the proposed amendment. 

Again, the corporation is a creature of the law, created and 
maintained for the public good. Some of them as public cor- 
porations are charitable and beneficial and act solely for the 
public good. Others are largely and chiefly, according to their 
originators, for private gain; but no corporation has a right to 
exist whose existence is deleterious to the public good. When- 
ever that Ib shown, its right to live is at an end, and its existence 
should end. 

In this matter of corporations, we give a certain form of 
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conducting business an advantage over individuals. When 
this advantage is exercised, it should be paid for, whenever the 
State so decides. Corporations are creatures of the State, and 
the people for whom they are created and by whom they are 
created, and especially their stockholders, are entitled to rights, 
and those rights are to know how a corporation is being con- 
ducted: what are its sources of income; what are its means or 
expenditures; and its methods of operation; at least to have 
a balancing of accounts, and those who are concerned in it and 
the public at large, to whom stock is continually offered, should 
know something about it. 

No tax is ever welcomed by the taxpayer and no curtailment 
of power, whether by an officer of the State or an officer of a 
corporation, is ever welcome. Those who can manipulate the 
corporations so as to operate them for their individual good 
and that of their families, those who draw large salaries from 
them and who through them have opportunities for large pri- 
vate gain, will, of course, oppose publicity, but the public and 
the stockholder want publicity, and we can only get publicity 
through national corporation taxation. 

Suppose we have it in one State. They pass on to another 
State. Suppose we seek to enforce it; they appeal to inter- 
state commerce law, and we are brought to a standstill in the 
federal courts, if not forever, at least for a decade before we can 
work the problem out. The federal government has no ob- 
struction of that kind in its way, and the proposition here is to 
the corporation: if you make no money, we make no charge; 
but you must keep your books so that it is known whether you 
do make a net profit of $5000 a year or more, and if you do 
make it, then you must make a return and pay according to 
the net profits that you make. 

They say you don't apply that to the individual. No, we 
cannot, because of a decision of the Supreme Court of the 
United States defeating the income tax laws, but we want this 
tax on corporations. If we apply it in the State, the corporation 
slips over the border; but if we apply it over the entire United 
States, the corporation must pay or get out; and we would be 
benefited by the departure of a corporation which is not willing 
to live under the laws of a government of this sort. 
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How is the State hurt? We hear it said that a tax is inquisi- 
torial unless left solely to the taxpayer. But it cannot be left 
to him without placing a premium on perjury and a tax on 
honesty. 

The next proposition is that this federal tax lessens the in- 
come of the State and weakens its source of revenue. Every 
form of taxation in the federal government does that. To 
collect a dollar means that somebody must pay it, and that 
person is a citizen or doing business in the United States. It 
makes no difference where the tax comes from, ^- it comes from 
some one living in the United States or from a business operated 
here, and to the extent that it is paid, the man's ability to pay 
other taxes is weakened, so that argument has no application 
whatever. 

The proposition, brought down to its last anal3rsis, is this: 
Who are best able to pay? Those who have incomes in excess 
of their needs and necessities of life. What corporations are 
best able to pay? Those who make incomes in excess of their 
operating expenses, shown by books properly kept. Suppose 
that the national. State, county, and city governments could 
all tell exactly how much income they must have to meet their 
necessary living expenses. Then in principle there would be 
absolutely nothing wrong in making each person pay his share 
of that needed income from what he makes over his necessary 
living expenses. He owes a duty to each of these governments, 
federal. State, county, and city. He receives protection from 
each, and there should not be any objection to paying such a 
tax directly where the government would get the benefit of the 
tax. We cannot operate it that way, but the federal govern- 
ment can, and the State government ought to have the aid of 
the federal government to prevent the shifting of corporations 
who want to escape publication of what their net income is. 
The State needs aid, because we must have it or they will escape 
taxation. 

Then when the federal government and the State and the 
county and the city find what they will need and fix the amount 
of income tax that must be imposed, the next question is whether 
it will be confiscatory, and if it is, it fails. Whenever any tax is 
confiscatory! the tax is dead and it cannot be collected. All 
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taxes to be collected must admit of the individual or the busi- 
ness paying the tax paying all their operating expenses and a 
reasonable return to the capital invested. Whenever it fails 
to do that, it is uncollectible. So when the expenses to be met 
are known and the net income of the corporations is known and 
publicity is obtained over all the United States, then we have 
something definite to deal with. The federal government could 
not aid the State government more effectively, at least in my 
section, than in getting accurately at this information which 
this system of taxation proposes to put in the hands of every- 
body. Of course the high-salaried officials who are taking a 
large part of the profits of their corporations into their salaries 
will object to it. But all objections can be disposed of con- 
sistently with the public good when the law is fairly enforced. 
There will be objections to little details, but we have to work 
those out. If the principle is right, we can get at the proper 
method of carrying it out, and if the method we first adopt is 
not a proper one, let everybody join hands, remove the obstruc- 
tion and make it right. 

Pkofessob Charles Lee Raper (North Carolina): Two 
years ago, at the First Conference on State and Local Taxation, 
it was my pleasure to read a paper on Income Taxes. I at- 
tempted to bring- out three points in that paper: first, that the 
general principle of an income tax is a correct one; second, that 
the rate upon incomes should never be progressive, but always 
proportional; and the third point, to which I did not give much 
attention, was that, in the main, it was best to leave income 
taxes to the State. 

Smce then I have thought about these three propositions a 
good many times, in view of the changing conditions we have 
had in this country, and to-day I am quite willing to accept the 
statement that I may be inconsistent in my present position as 
compared with the position which I took two years ago. I am 
to-day inclined to think favorably of national income taxation. 
Whether we are free traders or high protectionists, it makes no 
diflference; when we look forward to the future, we may expect 
to have a relative falling off in the federal income from one of two 
present sources, excise and customs taxes. We are fast coming 
to the time when we shall produce almost everything that we 
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need for consumption, and although we believe in a high tariff, 
the time is coming when goods will not come to us from abroad, 
at least in great quantities, whether the tariff is high or low. 
That situation even now stares us in the face, with the demands 
of the federal government increasing, as they alwajrs will in- 
crease. This seems to be a habit, for the demands of govern- 
ment to increase, and consequently there is need of an increasing 
source of income, but I believe that in the future our fedend 
government should have the constitutional right to tax incomes, 
whenever it is necessary to supplement its revenues from excises 
and tariffs. 

I am frank to say that I do not see much that is good in the 
proposition to tax the corporations. I cannot accept the general 
views as expressed by two or three gentlemen here that the cor- 
porations should be taxed in order to be regulated. I believe 
we can regulate corporations without taxing them unnecessarily. 
If we cannot, we make a failure at government; and, as an 
American citizen who is proud of our ability to govern ourselves, 
I am not inclined to think that we are going to fail along that 
line. I think we are fast succeeding in regulating our corpora- 
tions without taxation, and I believe in the future we can con- 
tinue to regulate them without excessive taxaticm* 

I do not own a single share of stock in a single corporation in 
the United States, but I do not hesitate to stand in defense of 
many and really the most of our corporations. Thp work they 
are doing for this country we oftentimes fail to see. We usu- 
ally think of the money a few people make out of them, and we 
fail to see the great service the institution renders to the people. 
As I understand it, the corporation is to-day and in the future 
will be the greatest organization in the production of wealth; 
and I do not believe in placing unnecessary burdens upon that 
instnmientality which is causing our wealth to be multiplied by 
two and by four, as the individual cannot do it. The time is 
coming, yes, is already here, when the individual cannot be used 
as a unit in the production of wealth. In most of the affairs 
of life the individual can no longer do the things demanded 
of him, and it is therefore necessary to create the corporation, 
an aggregation of individuals, which can do the work. I 
therefore do not believe in federal taxation of corporations. 
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It is not, as I have said, necessary to tax the corporations to 
regulate them. I believe in State regulation of corporations 
as much as any one of you do, and I believe in the federal regu- 
lation of corporations, but I cannot believe that it is necessary 
for us to tax them either by State or federal government in order 
to regulate them. When we do it, we are making a vital thrust 
at the greatest instrumentality we have for the production of 
wealth and material welfare. 

So I would make a change in the views which I held two years 
ago, and bring in the national income tax as a supplementary 
source of federal revenue, allowing the States, however, to 
receive most of the revenue from this source. Let the national 
government collect the tax, if it can do it more efficiently than 
can the States, and then give back to the States a large part of 
it; all of it when the federal government does not need this 
supplementary income, but when it does need it, let it keep as 
much as it needs. 

Professor E. W. Kemmerer (New York) : I listened with 
great interest to President Footers paper with reference to the 
new federal corporation tax law, and to his proposal to submit 
to this Conference for adoption resolutions requesting its repeal; 
I have also read with interest the six recent newspaper articles 
written by President Foote which were on distribution at the 
opening session of this Conference, and which characterized 
the federal corporation tax law as "a serious interference with 
sources of State revenue," " an act to destroy State sovereignty," 
"revolutionary legislation," etc. 

My only reason for taking your time with these hastily pre- 
pared remarks is the conviction that it would be exceedingly 
unwise for this Conference to adopt such a resolution as Mr. 
Foote proposes. 

I would have less difficulty in concurring with his conclusions 
if I could accept his major premise, that "a tax should be laid 
for revenue only," and should never be used for regulative 
purposes. Not accepting this premise, I must disagree with his 
conclusion that this Conference should pass a resolution calling 
for the repeal of the federal corporation tax law — a law which 
it is generally agreed was passed primarily for regulative 
purposes. 
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Taxation for other than fiscal purposes has been used exten- 
sively in other countries for generations, and has been used in 
our own country since colonial times. Witness the excise taxes 
on liquor and tobacco, our whole protective tariff history, the 
present 10 per .cent tax on State bank notes, and the recent 
legislation in the Philippine Islands levying prohibitive taxes 
on the use of the old silver standard currency, and thus driving 
it out of circulation to make room for the new gold standard 
money, at a time when no other method of forcing the old money 
out of circulation appeared possible. 

At the present time we have before us for solution one of the 
most difficult problems the nation has ever had, the problem 
of regulating, in the public interest, large business enterprises, 
most of which are organized in corporate form. For the solu- 
tion of this problem we should use every effective instrument 
at our disposal, regardless of any nice academic distinctions such 
as the one in question, that a tax should never be levied for other 
than fiscal purposes. We have no reason to be proud of oiu* 
success so far, either federal or State, in the effort to control 
large business corporations. Reasonable public control of 
corporations is imperative, and the taxing power may in some 
cases be a most effective instrument for such control, and that 
for three reasons: 

(1) A regulative tax may be raised or lowered, and permits a 
more ready adjustment of government pressure than do other 
forms of regulative machinery. 

(2) Regulation by taxation is often more economical of ad- 
ministration than other forms of regulation, because existing 
tax machinery can often be utilized for regulative purposes 
without involving much extra expense. 

(3) The needed publicity of corporate affairs can often be 
more readily attained as an incident of a tax than in any other 
way. There is a strong movement in favor of requiring greater 
publicity in the affairs of corporations, — a movement in favor 
of an improvement in the rules of the game, — and I believe the 
further taxations of corporations by the federal government will 
be an important force in bringing about this highly desh-able 
end. 

My second reason for opposing the resolution proposed by 
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Mr. Foote is that while the States are well represented at this 
Conference, the federal government is not. This is a Confer- 
ence on State and Local Taxation. The subject of the pro- 
tective tariff is tabooed at these Conferences — and I believe 
rightly; but how in this country we can discuss a proposition 
like Mr. Foote's major premise, i.e., that a tax should be laid 
for revenue only, without involving the whole subject of the 
tariff, I cannot see. 

My third objection is that sufGcient consideration has not 
been given to this subject to justify the hasty adoption of the 
resolution proposed. Mr. Foote's paper points out that the 
federal corporation tax law was passed hastily by Congress, 
that little opportunity was given to the States to protest against 
its enactment, or to the public to discuss its provisions. I am 
not here to defend all of the apparent crudities of that law. 
Some of them will doubtless disappear when the law is inter- 
preted in the light of the income tax deci^on of the United States 
Supreme Court in 1895, and of the supplementary legislation 
which it is expected will follow this Act, if the proposed income 
tax amendment to the Constitution is adopted* But I ask, is 
not this Conference in danger of making the same mistake which 
it is charging to the federal government? 

There has been much discussion in Europe, especially in 
Germany, of the use of taxation for regulative purposes. How 
much really scientific discussion of that question as regards the 
taxation of corporations has there been in this country? Not a 
paper upon this subject has ever been given at one of the Con- 
ferences of this Association. Would we not equal or surpass the 
alleged rashness of the federal government in passing this Act, 
if we should pass a resolution calling for its repeal, after such a 
meager consideration? 

Professor James K. Patterson (Kentucky) : I desire first to 
say that during a long life it has never been my good fortune to 
sit amongst so large a number of men of intelligence and educa- 
tion and of earnest purposes as this convention contains. 

Taxation is one of the most difficult problems that confronts 
the statesman. The problems connected with revenue and the 
impending bankruptcy of the French monarchy precipitated the 
French Revolution. Great Britain is now passing through the 
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throes of what may prove within the next year to be a revolu- 
tion upon the question of the existing Budget. Fiscal considera- 
tions brought about the resignation of the late Chancellor von 
Buelow. 

We are confronted with the same difficulties: how to raise 
the necessary means for carrying on the government of the 
United States and the State governments without pressing 
unduly upon the taxpayer. How to make taxation just and 
how to make it equitable; how to have the revenue collected 
with the least possible expenditure and expense to the greatest 
possible advantage, — these are the questions with which we have 
to deal. Ten or twelve years ago the United States stepped 
to the front and became a world power. She has got pos- 
session of Hawaii, Porto Rico, the Philippines, and to that 
extent she has given a hostage to civilization that may at any 
time be demanded from her. There may come a strain upon 
our finances, and when that strain comes, you will want some 
elastic system of taxation that you can bring into play at the 
shortest possible notice, and the best method I see for bringing 
about that result is to impose by Congressional enactment an 
income tax. 

I know that an income tax is odious. I remember that dur- 
ing the Civil War an income tax was levied, the maximum impo- 
sition of which amounted to about 10 per cent, and there never 
was a more odious feature of federal legislation than that. It 
lasted for but a short time, and after the conclusion of the war, 
steps were taken to repeal it. The necessity did not exist then 
as it exists now, although the United States was strained to the 
girth to create resources that would enable her to carry on the 
desolating war in which she was engaged. But the necessity 
for any kind of a tax was not nearly so great as it is prospec- 
tively now. What we want is to provide means by which the 
federal government will be able to enlarge its revenues ad libi- 
tum whenever necessity requires. The imposition of an income 
tax now, if it is not necessary, means not that it shall be levied 
continuously, but that the power shall be given; that the power 
shall lie dormant; that the power shall be held in abeyance until 
the necessity arises, and that then it may be brought into active 
operation. 
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Something similar to that was one of the greatest triumphs 
of British fiscal legislation within the last sixty years. It was 
mipopular when it was first levied, but the inhabitants of the 
British Islands have gradually adjusted themselves to it, and 
now they regard it as not only equitable but the best possible 
means of raising the necessary amount of money with the least 
possible expenditure. 

Dining the Boer War it was necessary to add two or three 
pence to the pound. The Chancellor of the Exchequer had the 
power to do it. It was levied. No one complained about it. 
They felt it was a fiscal necessity, and they submitted to it. 
As soon as the pressure was relieved, the income tax was corre- 
spondingly reduced. 

Now, the Secretary of the Treasiuy of the United States 
knows, or would soon learn to know, just exactly how much 
1 or 2 or 3 per cent added to the income tax will produce. The 
British Government knows within a million or two pounds 
sterling how much sixpence on the pound will produce, how 
much sevenpence, how much one or two shillings will produce, 
and they adjust themselves accordingly. The result is that it 
becomes one of the best leverages for fiscal revenues of the 
British government, and the government does not hesitate to 
employ it when the necessity requires. 

Be wise in time. Give the general government power to levy 
the tax, not necessarily to be collected every year, but bring the 
power into existence, so that when the necessity arises we shall 
have it, and you will find that it will work for the satisfaction of 
all concerned. 

Pbofessor H. K. Warren (South Dakota) : If I have any con- 
viction at all after twenty years of teaching and study in the 
field of economics, this conviction is clear, that there can be 
no effective control of the great corporations in this country save 
by the potent hand of the nation, and this step taken promises 
that real control. 

I am impressed with the fact that, whenever any step forward 
is proposed in the regulation of corporations, no matter how 
reasonable, they are opposed to it. The Bankers Association 
at its recent meeting was against the Postal Savings Banks, 
and yet there is not a civilized land on earth where they do not 
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exist. And they are bound to come here. That is only one 
of many instances that might be cited. Take the question of 
railway regulation as proposed two or three years ago: how 
intensely the railways are against it, and yet we realize that we 
have only gone a little way along the lines of the control that 
must come. The meat packers were opposed to federal super- 
vision, and now they find that it helps them, because the brand 
of the government helps to extend their trade. And so, is not 
this bound to come? 

The mistakes that have been made in this law can be changed 
without giving up the idea of federal control of corporations. 
As we are now, the honest investor has rarely any insight or 
security in investing in a corporation. The peopleizing of cor- 
porations will come with federal oversight, and the compara- 
tively slight tax, as now proposed, will be but a fraction of the 
gain that will come to the corporations when there is publicity 
and real control, and honest corporations can point to their 
records and the clear results of honest and honorable work. I 
fully S3rmpathize with what has been said as to the immense 
service of corporations, and the benefits of publicity will be 
very much greater than the slight tax upon them that is pro- 
posed. 

Mr. a. C. Pletdell (New Jersey): I desire to enter my 
protest against the doctrine of regulation by means of taxation, 
both on practical and economic grounds. * If you want to tax, 
then pass a tax law honestly and fairly for revenue. If you 
want to regulate, pass a regulative law and regulate. I am 
not opposed to regulation. I have advocated a public service 
commission law for my State, and I have worked also to secure 
for the public a fair return in taxes for privileges enjoyed. But 
the two things can be and are separated. 

New York has a Public Service Commission that concerns 
itself solely with regulation, that supervises bond issues and 
rates and service, regardless of the tax law, and the taxes on 
these corporations are assessed by officials who have nothing 
to do with the regulation. 

Other corporations are regulated now irrespective of tax 
^laws. Take the banks. They are regulated by federal and 
op^Ate governments. Theh: depositors are protected in every 
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possible way, except by the direct insurance of the deposits, 
without mixing that regulation with the taxing power. 

Some of the other illustrations cited have not borne upon the 
point at all. Licenses are often required in order to control the 
character of the persons engaged in a certain business, or other- 
wise to permit police supervision, as in the case of pawnbrokers, 
or storing powder, but the revenue is negligible. So with some 
other licenses imposed to regulate that which by common con- 
sent of the commimity has been considered a traflBc that needed 
particular treatment in the interest of public morals. These are 
questions really outside the domain of taxation. 

But look at the result where these regulative laws have been 
extended to provide revenue. Has it not always been the reve- 
nue from the traffic in liquor that has been the hardest obstacle 
to overcome when stronger control or repression of the liquor 
traffic was sought? I am not taking any stand on the question 
of how you should regulate the liquor traffic or what you should 
do with it, but you all know that the revenue feature has pre- 
vented, for a time, every community that desired a change from 
doing that which the people considered a proper social reform. 

The great objection to mixing up regulation and taxation is 
that by tying them together you put double obstacles in the 
way of getting any improvement in either one. It is just 
as bad as being tied up with constitutional restrictions that 
keep us from amending tax laws as conditions change, and pub- 
lic policy requires that the law be changed. 

If regulation and revenue are tied together, then when you 
want to increase the regulation, the question of interference 
with revenue will arise and stop you. Or you may desire to 
increase or diminish the tax, and find that this would be op- 
posed by those who fear interference with the regulation. 

There is bound to be trouble when the two things are com- 
bined in one law, and there is absolutely no reason why they 
need to be so combined. 

We have been told that we should consider the admirable re- 
sults secured in other countries by regulation under the guise 
of taxation. Perhaps such laws are administered smoothly 
abroad, where people are accustomed to governmental inter- 
ference. But I do not want the day to come in this country 
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when we shall have to depend on a bureaucratic S3rBtem to run 
everything. I agree with Professor Raper. We American 
people can work out our problems and we are working them out, 
and there is no reason why we should not face every situation 
on its own merits. When you want to tax, tax. When you 
want to regulate, regulate; but don't mix the two things. 
. Pbofessor George McCutcheon (South Carolina): How 
would you secure effective federal supervision except through 
some such means as a tax? 

Mr. Pleydell: Through an amendment to the Federal 
Constitution. Face the question. If you cannot do it without 
a constitutional amendment, and you want to do it, amend the 
Constitution, but don't go around to the back door. Go to the 
front and walk up boldly. 

Governor Noel: I would like to ask Mr. Pleydell a ques- 
tion. I read the law last night, and I did not see anything in 
the law about regulation. It is just an investigation to obtain 
taxes and publicity, and I want to ask you where is the regula- 
tion feature in that law? In what form is it? Of course, you 
have to have an investigation to tax, but an investigation to 
tax is widely different from an investigation to regulate. 

Mr. Pleydell: The federal corporation tax has been pro- 
claimed by its sponsors; and by the gentleman ultimately 
responsible for it — in public utterances before it was passed, 
and as recently as yesterday — as being expressly designed as 
the entering wedge towards carrjdng out the policy of regula- 
tion which was begun by his predecessor. 

Mr. J. E. Robinson (North Dakota) : In the large experience 
which I have had on tax propositions, as large as any lawyer in 
the United States, I have found that the search for truth is 
always a simple one, pursued in a simple and natural manner, 
and I don't think there is anything pertaining to taxation but 
what can be marked down as really simple when considered in 
that light. 

We have had a great deal of discussion concerning a tax on 
street railways, on insurance companies, on corporations, etc. 
To the present time you will concede that those great corpora- 
tions, corporations rich and poor, and the great wealth of the 
country has been practically exempted from taxation; and as a 
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result of this exemption we have in this country been continu- 
ally amassing vast amounts of wealth in the hands of a few 
people, and I do not think in a country like ours it can be suc- 
cessfully maintained that that is for the benefit of the country 
or of the masses. Yet that is what must necessarily follow from 
exempting the wealth of the country — the corporations — from 
their just share of taxation. The attempts which have been 
made to tax the corporations and the wealth should meet with 
your encouragement rather than your disapproval. 

One gentleman has spoken of a tax against a street railroad. 
,In our city we have a street railway that is worth $200,000. 
You could not buy it for that. It is assessed for $20,000, and 
the tax is levied at that rate. Our railroad corporations are 
practically the same. They are assessed at a small per cent of 
what they are worth. In the city where I reside I can show you 
eighty acres of land worth over $10,000 an acre, and that land 
has never been assessed at more than from $16 to $20 an acre. 
Now, I am protesting at that system of unjust and unequal 
taxation. If anjrthing can be done to remedy that, it will be 
a step in the right direction. 

In regard to insurance companies, if any of you are interested 
in that part of the discussion, which you doubtless are, you will 
find in the World's Work in twelve successive numbers a very 
interesting article by William Blaine, an insurance expert. 
He maintains that insurance companies should not be taxed, 
and he presents the insurance side of that question in a very 
attractive manner, and it would perhaps be very interesting to 
you to read it in connection with the articles here presented. 

There is another little magazine called the Common Good, and 
it has taken up the other side of this same matter. In the 
Commxm Good you will find statistics carefully collated showing 
that the insurance companies of this country never repay to 
their customers more than 50 per cent of the moneys they 
receive. The Louisiana Lottery used to pay 52 per cent. It 
only kept 48 per cent for operating expenses, and, according to 
the figures of the insurance companies themselves, they have 
never done as well as that, so that I do not think a tax of 2 or 3 
per cent should be considered as a great grievance. 

Pbofessor C. W. Thompson (South Dakota) : It was my 
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privilege to have been at your Conference two years ago at CJo- 
lumbus; and I learned a great deal while there. I have learned 
a great deal from what I have heard at this Conference. I 
have tried to play the r61e of learner, and I am still posing in 
that position. I have gained so much from attending these 
Conferences that I shall attend the future meetings, but I do 
hope that nothing will be done at this meeting or at any of our 
future meetings that will tend to mar the usefulness of this 
Association in times to come. 

Speaking directly on the question that has been before the 
Conference, I wish to say that the question of whether a tax 
shall be regulative or for revenue is a theoretical one. Whether 
the money should go to the State or to the federal government is 
an entirely different question, and I simply rise to ask that we 
stick to the issue before us, namely, to decide whether the tax 
should be a State or a federal one, and not whether the tax should 
be regulative or merely for revenue. 

This is a Conference on State and Local Taxation, and while 
it may devote much time to federal questions, I hope the Com- 
mittee on Resolutions will report nothing that will at all mar 
the future usefulness of this Association. I think we have had 
warnings enough from labor organizations that have from time 
to time stepped outside of their original provinces and got 
on political ground, and as soon as they have done so have sig- 
nalized the downfall of their organization. 

Professor George G. Groat (Ohio) : It seems to me clear 
that there are two sides[to this question of regulation and taxation 
— a combination of the two. I think a very clear logical case can 
be made against the policy of combining regulation with taxa- 
tion. I want to emphasize the word ''logical,'' because it 
seems to me that as the discussion proceeds from beginning to 
end, it is difficult to pick a flaw in the reasoning after the reason- 
ing is once started. As I listen to the various phases of that 
argument, however, I cannot get away from the impression that 
that line of discussion is too far from the facts. It does not 
touch at a sufficient number of points for clear support, the con- 
ditions we face at the present time. 

Now, if we are to reject the purely logical argument on the 
ground that it does not meet the conditions^ we have as the 
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alternative the analysis of the practical situation and the 
measuring, in a practical way, of the means proposed with 
reference to that situation. 

It has been said that regulation can accomplish some things. 
That doubtless is true. But the illustrations that have been 
given are largely with reference to public utility corporations. 
Admitting the success of that policy, we have yet to note the 
fact that that success is connected with public utilities largely, 
if not entirely, while this question before us deals with all 
corporations; that is, corporations in a larger sense than public 
utility corporations. The courts are inclined to make a dis- 
tinction in their decisions, admitting the validity of certain 
policies against public utility corporations because of the public 
nature of those corporations, whereas they are inclined to shield 
private corporations against the same policy. 

If we look at the success with which public utility commis- 
sions have met, we may fairly raise the question of their future 
success. The fate of the law in Pennsylvania for the regulation 
of railway rates, the veto of a similar law by Governor Hughes, 
the existence of such a law in Ohio by sufferance, the difficulties 
of the Interstate Commerce Commission when its decisions are 
continually carried to the courts and so many of them set aside, 
— all this leads us to question the ultimate success of that kind 
of regulation. 

It is a trite saying that new taxes are unpopular and old taxes 
popular. There is another trite saying to the effect that theo- 
retical justice cannot be connected with any tax. There is not 
a tax that we have ever had or that we have at the present time 
that cannot be attacked on the question of its equity. No 
taxes are equitable. So that we have to discount to a con- 
siderable ex^nt those attacks upon the theoretical justice of 
the tax, and have to meet the situation as it exists in practical 
affairs, admitting that a corporation tax of 1 per cent may in 
some particulars be unjust, as has been charged against it this 
afternoon. In my own mind I am uncertain as to whether one 
of the papers just read was attacking the principle of the law or 
certain inconsistencies or inequalities of the law. The latter 
are mere matters of administration, and of course could easily 
be adjusted after the law has been in force for a time. 
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If we look at the tax from the point of administration, it is 
practical. I cannot get away from the fact that those who are 
urging the tax are urging it from the point of view of practical 
administration rather than theoretical justice. There is no use 
turning our faces from existing conditions. We must face the 
question with that fact in mind, and we must decide between a 
tax that is unsatisfactory in one form and a tax that is unsatis- 
factory in another form, taking the one that has the fewest 
difficulties and that is the nearest approximation to revenue, 
efficiency and equality. In looking at it in that way a large 
amount of the theoretical attack against the policy falls to the 
ground simply because that attack is made without reference 
to the situation as we face it to-day. 

Mr. William S. Glass (Kansas) : We meet here as repre- 
sentatives of various States, and we are considering matters of 
State taxation, but is there a man here to-day who is not as 
much a citizen of the United States as he is of the State in which 
he resides? I have heard talk here to-day about retaining to 
the States certain powers of taxation and withholding those 
powers of taxation from the general government. I have no 
patience with any person who would withhold from the gov- 
ernment of the United States all the powers necessary to furnish 
it with all the revenue necessary for governmental purposes. I 
have an abiding conviction that there is not one of you who has 
any such feeling. But while that is true, the imposition by the 
United States government of a tax on corporations, and the 
exercise by it of the power to tax corporations raises other ques- 
tions, in the light of which reasons present themselves which 
show why a corporation tax never ought to have been placed. 

The strong reason why a corporation tax should never have 
been placed is that it does not rest upon the corporation. The 
corporation does not pay it, but the people who are the patrons 
of the corporation are the ones who pay that tax. The man 
who holds a mortgage upon a railroad property should be taxed 
on the income that he derives from that mortgage, while the 
people who use the railroads are the ones who will have to pay 
the corporation tax. It seems to me that the corporation tax 
is an imposition directly upon the people, atid makes the cor- 
poration the tax gatherer. 
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Now, for the reason that I am opposed to this kind of a law, I 
am in favor of an income tax, and I am in favor of an amendment 
to the Constitution of the United States so that an income tax 
will be permissible. Why? The man who pays on his income 
cannot shift that tax to other men. This is his direct con- 
tribution to the governmental expenses, absolutely to be borne 
by him. That is a tax, and whenever it is placed, it is placed 
upon wealth. A corporation tax is a tax tiiiat is placed upon 
the industry and thrift of a nation. I am opposed to the one 
for the same reason that I am in favor of the other. I do not 
believe that it is wise to take any action here, but if any action 
is taken, I hope that we shall all show ourselves as being in favor 
of giving th^ government the power to tax incomes, and of 
asking the government to keep hands off from taxing the in- 
dustry of the country. These are reasons sufficient for myself 
why I am in favor of an amendment to the Constitution of the 
United States permitting an income tax, and against the cor- 
poration tax. 

Professor H. Parker Willis (Washington, D.C.) : I wish to 
add such testimony as I can in behalf of the proposal made by 
Mr. Foote in his paper. It seems to me in that paper, and in the 
paper by Mr. Purdy, the facts with reference to the corporation 
tax have been brought out in the most effective and conclusive 
way, and it has been made evident that this tax is not likely to 
attain the objects for which it was nominally presented. In 
other words, it would seem from a careful study of the conditions 
imder which this tax was suddenly framed and presented to 
Congress and hastily forced through that it will attain neither 
one of the objects which have been proposed for it. It will not 
raise revenue to the extent and in the proportion that revenue 
is now needed, and it will not efficiently regulate corporation 
activity, for many reasons that have been stated better than I 
can state them. For all of these reasons it would seem that 
the corporation tax law should be repealed. 

The suggestion has been made that it may not be within the 
province of this Conference to pass resolutions on this subject. 
May I, with all due respect, beg leave to differ from that view 
as I understand it. The influence of the Conference, whatever 
that may be, should be exerted on the side of sound legislation, 
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federal, State and local, in the field naturally covered by this 
Conference. The Conference, when sure of its position, should 
not hesitate to be lending itself to what it knows is right. It is 
not necessary that we commit ourselves to either view, that 
taxation is intended solely for revenue, or also in part for regu- 
lative puiposes. The fact remains that this particular tax is 
unwise, unfair, unjust and fails to attain the objects for which it 
was intended. That being true, and I do not believe I have 
heard any one take the contrary view, why should not the Asso- 
ciation pass a resolution descriptive of the situation as admitted 
to exist, thereby putting its influence on the side of sound and 
proper action by Congress. 

I^OFESSOR William Schaper (Minnesota) : We have been 
discussing tax reform and devoting ourselves to only one side of 
the great problem. I would like to call your attention to the 
fact that we cannot have a just system of federal taxation until 
we have a better system of federal finance. We have a system 
of raising revenue and of appropriating it in our federal govern- 
ment that is absolutely crude and unworthy of the present day, 
and we have the crudest budgetary system that any large nation 
has to-day. I think that statement can be easily supported 
by an examination of the procedure in our Congress each year 
in making up the federal budget. The budget is really not a 
budget at all. 

We start with the annual letter from the Secretary of the 
Treasury to the Senate and Congress. This annual letter con- 
tains the estimates of what is needed for running the various 
departments, and is obviously not intended to be a correct esti- 
mate, but so much larger that, even with a large cut, there will 
be a sufficiency. After this information is laid before Congress, 
we have one Committee, that on Ways and Means, for raising 
the money, and nine or ten committees for spending it after it 
is raised, and there is no connection between the committee 
raising the money and those spending it. 

With any system of taxation, no matter how perfect, we will 
never escape these evils until we have a better system of federal 
finance. I, for one, like the suggestion of the President that 
hereafter there shall be a conference, at a regular Cabinet 
meeting, upon the Secretary's annual letter, before that letter 
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is submitted to CJongress, and that something like a real scien- 
tific estimate shall be made of the government's needs before 
'these are thrown into Congress. Until we have this weak point 
in the federal system of finance corrected, we can talk to the 
end of time and we shall never have anything like the financial 
system of Great Britain. In Great Britain the finances are so 
well adjusted; primarily because, I think, the expenses of the 
government are so well known and regulated. The budget 
helps them to have a correct sjrstem of taxation, and to that end 
we must work. Although we are advocating tax reform here, 
we should not overlook the necessity for financial reform. 

Mr. Albert Watkins (Nebraska) : I approach this question 
from a standpoint of impartiality, but from the standpoint 
largely of an opportunist. These are times when we do things 
with reference to the present. We know of no way of judging 
the future except by the past. And so I do not have to deal 
with the real reason that is behind the popular sentiment for an 
income tax. It is not necessary to discuss the question of an 
income tax. The people want it. The people want it not 
primarily as a source of revenue, — and we had better take 
notice of this fact, — they want it because they have been thor- 
oughly imbued with the idea that those best able to pay under 
our present system of taxation systematically escape, and it is 
hoped to reach them by an income tax. That is the principal 
reason why the people generally are strongly in its favor. 

Another reason that we must not overlook is that there is a 
widespread and deeply rooted sentiment in favor of some read- 
justment which must be made, and that it shall not come too 
suddenly. For instance, in France the sacredness of the con- 
ventional idea of property relations and property rights has been 
challenged in the settlement of the church question, and those 
ideas have been largely set aside in the settlement of that ques- 
tion. It was prophesied that the doing so would overthrow the 
Republic, but in my opinion that country was never so strong as 
it is to-day. In England there is a great tendency towards 
readjustment, especially on the idea of taxation of the unearned 
increment. 

In regard to the corporation tax I am largely mixed mjrself . 
I listened with considerable interest to those who stood in favor 
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of it and to the argument in its favor. I have a predilection 
against it because I do not wish to go farther in giving functions 
to the general government which can as well be exercised by the 
State itself. My observation for many years past has been, and 
especially since the late wave of reform, the nearer home you 
imdertake those reforms and have them to deal with, the more 
quickly and more effective the response will be. At the present 
time, on account of the evident crudity of the attempt to tax 
corporations, and because I believe the question would be better 
handled by the State, I am against that law as it stands. 

I am strongly in favor of every step towards direct taxation 
which seems practical, for I think that is the opening wedge to 
tariff reform. And let me add that it bears directly upon the 
whole principle of our revenue and reform taxation and that, 
although a very low tariff may not of itself solve the question 
of trusts, until you do that and give an opportunity for the play 
of international competition, you will never solve the so-called 
trust question. 

Mr. J. E. Frost (Washington) : I am not going to talk upon 
this question at all. I hold in my hand a program of the 
International C!onference on State and Local Taxation, which 
declares the purpose of this convention to be confined to the 
discussion of State and local taxation. Now, I am not a theo- 
rist. I have been engaged for more than four years with the 
practical administration of taxation. I came three thousand 
miles to study the question of State and local taxation as dis- 
tinguished from national taxation, or national economics. 

I have heard since my earliest infancy all about national 
economics and national taxation. I have heard of greenbacks, 
of fiat money, of free silver, of gold standard, of tariff for reve- 
nue, of free trade, of protective tariff and everything else. The 
question of whether this income tax amendment shall be ratified 
by the various States of the Union is going to be a political 
question discussed upon the stump in every State in the Union. 
I do not think we should consider that question here. I do 
not want to discuss it here at this time because it is taking time 
that should be employed on questions more vital. I think the 
whole discussion should be ruled out of order so far as it does 
not apply directly to State and local taxation. 
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Mr. T. C. Townsbnd (West Virginia) : There are represent- 
atives here from some forty States of this Union. This gather- 
ing is typical of the splendid citizenship of America. We came 
here for the pmpose of considering questions of State and local 
taxation. On this program we have for discussion the question 
of income taxes. It seems to me that at the very rock bottom 
of the discussion of this question it should be determined whether 
or not an income tax in its nature should be a federal tax or a 
State tax. If I gather anything from the speeches that have 
been made here, my observation iS; that the consensus of opin- 
ion of this gathering is that an income tax belongs exclusively 
and solely to the federal government; and the federal govern- 
ment can exercise and enforce it much better than the States. 
If that is the consensus of opinion of this Conference, that in 
itself puts the subject beyond the pale of debate. If the tax 
belongs to the federal government, let the federal government 
have it. 

This Association is on record as opposed to any limitation in 
the State constitution that interferes with the exercise of the 
taxing power of the legislature. In other words, we are on 
record now, and we have listened to some splendid papers and 
valuable discussion against all constitutional enactments that 
tie the hands of State legislatures and prevent them from pass- 
ing any remedial provisions that may be needed. 

Does it not appear a little inconsistent that there should come 
before this body a resolution having for its purpose the limi- 
tation of the power of the federal government to levy an income 
tax, when in the same breath we resolved that the States should 
have imlimited power in the exercise of rights over which they 
have exclusive jurisdiction. The income tax, in my judgment, 
and as I think is the consensus of opinion of this Conference, 
belongs to the federal government, so let the federal government 
have it. Let it go where it justly and rightly and equitably 
belongs, and retain unto ourselves that which justly and rightly 
and equitably belongs to us. 

Mr. Charles V. Galloway (Oregon) : I came here from a 
great distance, probably as far as any other delegate, to sit at 
the feet of the wise men of the East, to listen and learn. It is 
only a very few words that I wish to say now, and that is to 
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place myself in opposition to the position that has been taken 
by the two speakers who last addressed you, the gentleman from 
Washington and the gentleman from West Virginia. These 
two gentlemen pointed out that this was a Conference on State 
and Local Taxation, and that, therefore, there should be elimi- 
nated from the discussion here any problem or question that has 
to do with federal taxation or the sources of federal revenue. 
With such a conclusion I cannot agree. 

While we call this a Conference on State and Local Taxation, 
the whole problem of taxation^is so intricately and so intimately 
related, the problem of taxation from the precinct clear up to 
the federal government, that you cannot cut out one problem or 
one feature without affecting all the rest. I think it is entirely 
proper for this Conference to take a decided position on any 
problem or question of taxation, whether that relates particu- 
larly to our local administration or to the larger realm of federal 
finance and federal taxation. If we are to devote ourselves 
merely to academic discussion, and are not to take any decided 
positions or advance any decided views or place ourselves on 
any positive grounds with reference to practical problems and 
great questions either of federal, State, or local taxation, we 
become merely an academic gathering, and the usefulness of 
these Conferences is positively and decidedly limited. 

Professor Fred R. Fairchild (Connecticut) : I want to say 
a word on the side of the speaker who has just taken his seat. 
We forget that former Conferences have gone on record against 
a federal inheritance tax. Congress, since the formation of this 
organization, has taken a stand on that question, and our 
Association has had some influence on the action that Congress 
took. It seems to me that we would be negativing every pur- 
pose for which we come together as an organization if we refuse 
to make [a statement of our beliefs and principles on such a 
subject as this. The taxation of corporations by the federal 
government trenches, just as the inheritance tax would trench, 
upon the field of local and State taxation, in the interest of which 
we come. 

Mr. F. a. Derthick (Ohio) : A great deal has been said as to 
whether we are going to give the general government power to 
protect itself in time of need. What is the use of arguing 
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that? The general government can do anythmg to preserve its 
life in time of war, and we can't keep it from it. 

I do not agree with Mr. Townsend of West Virginia. I have 
not seen anybody who does not concede that the object of this 
Conference is to discuss and investigate. The Governor of 
Mississippi say^ so, and I think he is right. I live in the State 
of Ohio, and we are in strenuous circumstances over there in 
regard to finances. We want more money. I have not seen 
anybody but what thinks it will take very much of that 1 per 
cent corporation tax to pay the expenses of supervision, and if 
there is anything else left, they will decide where it belongs. 
K there is to be a tax of this kuid, I want my State to have it. 
I don't want it sent to Washington to be the subject of graft. 
We have enough graft in Ohio. 

Now about an income tax: I knew a father who had two sons, 
James and John. James went to his father and said: ''I don't 
want to be a farmer; it is irksome to me. I would like you to 
give me an education for my share of your estate." The father 
agreed; the boy proved worthy, and to-day James could not 
afford to be President of the United States. His clients are 
millionaires. But he has never had any obligation to pay taxes. 
He didn't have anything. Now what about John? The mort- 
gage on the farm is still unpaid. He got the farm, and he pays 
taxes on it, and he has never been able to payoff the mortgage 
that was put on it to educate James. Now I think James ought 
to pay a little income tax, and pay it in Ohio under the protec- 
tion of whose laws he got his education. 

Now about the necessity of supervision. Corporations imre- 
strained by law will oppress the people. If you hedge them 
about by too much law, there will be no corporations. We are 
on mighty thin ice in this matter and we must go slow. I believe 
when a corporation is organized and makes a comer on some 
necessities of life and sells them at three times what they are 
worth, that we ought to use a club and fix them so they can't 
make any trouble. 

As to the public service corporation, the whole trend of 
economic thought is towards uniform public accounting, and 
whenever we have that, our way is clear and there will be no 
trouble in handling them. 
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There is one great source of consolation, there is no politics 
in the tax question. I am a farmer, and raise potatoes. My 
neighbor on the east, a Democrat, raises potatoes, and he has to 
take just as many to market to pay his taxes as I do. When you 
come to taxes, there is no Republicanism or Democracy about it. 
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Thursday Morning, September 23, 1909 

CHAIRMAN, HON. AUGUSTUS E. WILLSON, 
KENTUCKY 

Program 

1. Uniformitt in Municipal Accounts. 

Diincan Maclnness, Certified Public Accountant, Depart- 
ment of Finance, City of New York. 

2. The License Tax System in Louisiana. 

W. 0. Hart, Member Louisiana (Special) Tax Commission, 
New Orleans, La. 

3. Taxation of Mercantile and Manufacturing Corpora- 

tions. 
William George Bruce, Secretary Merchants and Manu- 
facturers Association, Milwaukee, Wis. 

4. Taxation of Mebcantile and Manufacturing Corpora- 

tions. 
William H. Corbin, State Tax Commissioner, Hartford, 
Conn. 
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UNIFORMITY IN MUNICIPAL ACCOUNTS 

By Duncan MacInnbss 

Certified Public Accountant, Department of Finance, City of 

New York 

Thbough the courtesy of your Vice President, Hon. Lawson 
Purdy, President of the Department of Taxes and Assessments of 
the City of New York, I was asked to prepare a paper to be pre- 
sented at this Conference dealing with the subject of Uniformity 
in Municipal Accounts, an expression so euphonious and which 
suggests so promising a prospect that it is heard on all sides, 
and in many instances without any clear conception of what it 
really signifies, any appreciation of how far in the future it lies 
or any realization of the tortuous roads that must first be trav- 
ersed before it will to any great extent be fulfilled in history. 

By reason of the growing interest in so engaging an idea and 
the desire for more light on a subject that encourages so great a 
hope for better things in the administration of the modem mu- 
nicipality, it has formed the theme of many a discussion and is 
engaging the attention of publicists, accountants, administra- 
tive officials, as well as the statistician and student of municipal 
finance, who all recognize the possible administrative value to be 
derived from its realization. 

The movement for uniformity in municipal and State ac- 
coimting has received quite an impetus from the work of the 
National Municipal League, the League of American Munici- 
palities, the United States Census Bureau and from the National 
Association of Comptrollers and Accounting Officers. It is 
part of the larger and necessarily preceding movement for the 
devi^g and installing of government accounts conformable 
to all the principles of the science of accounting. To assure the 
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greatest ultimate success of this movementi a correct under- 
standing and recognition of the logical purposes of government 
' accoimts is an essential prerequisite. 

Basic Principles 

The accoimtant whose art it is to formulate and install ac- 
counting expedients designed to meet the varied requirements 
of dissimilar business knows that while the basic principles are 
the same, yet the accounts of a modem business constitute a 
factor so vital to success that each syBtem must be designed and 
adjusted to meet the peculiar requirements of each situation; 
otherwise the measure of success, if any, resulting therefrom will 
be small indeed, and the accounts will probably have failed in 
their most important function. This essential consideration 
in business accounting evidences and emphasizes the imperative 
necessity of a logical recognition of the purpose of ''municipal 
accounts " (which is the term I shall hereafter use) and a correct 
conception of the status and functions of a municipality as the 
basic or underlying principles on which a system of municipal 
accounting must necessarily be framed. 

The imiformity of municipal accounts will follow only upon a 
corresponding imiformity of municipal organization, as reflected 
in the city charters, whereby the departmental divisions and the 
functions that attach to each, as well as the degree and manner 
of exercising central control over both the administrative and 
accounting features, become standardized and therefore sub- 
stantially identical in all cities alike. 

The preliminary skirmish of theories and preferences with re- 
spect to accounting expedients and processes will be fought out 
to a large extent in connection with the determination of the 
basic or underlying principles that govern the situation; and 
until a common understanding is reached concerning the differ- 
ence between the credit established by the creation of a fund 
and the money realized by the collection of a tax, and the con- 
ditions imder which they need or need not be identical in value, 
or even coexistent, it will be unprofitable to select any uniform 
treatment in the face of radically different concepts of the factfl. 

The absolute imiformity of municipal accoimts will therefore 
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alwayB be a goal to which we will ever be directing our efforts, 
and which we will ever be approaching nearer, as a common 
understanding of the underlying principles becomes scientifi- 
cally established and generally accepted, but which we will not 
reach so long as a faulty classification and a distorted perspective 
of the essential facts exercise their baneful influence over ac- 
coimtants or accounting officials. 

At a meeting of the National Association of Comptrollers 
and Accoimting Officers held at Detroit, Mich., last June, I was 
surprised to note the wide divergence between the views en- 
tertained concerning the proper treatment of what might be 
called the ''alpha and omega" of municipal accounting, viz., 
the principles goyeming the levy and collection of taxes on the 
one hand, and the regulation of expenditures out of established 
credits or funds, on the other hand; and whatever hopes one 
might have previously entertained concerning the realization of 
a general uniformity in the manner of keeping and reporting 
the accoimts of municipalities in different States within the 
near future, must have been dispelled by the insight into the 
radically different concepts of the subject in the minds of men 
having jurisdiction or administration over such matters. In 
order to make approach to the uniformity so much to be desired 
in municipal accoimting, with the greatest speed and permanency 
of premises, the relative significance and bearing of the multi- 
farious features and details of municipal organization and 
activity must be carefully weighed and considered, and effort 
directed towards bringing about a clearer understanding of 
the prime purpose of municipal accounts. 

PRiBfE Purposes op Municipal Accounts 

To assure the integrity of the fiduciary accounting and to aid 
and improve the economy and efficiency of administration con- 
stitute the prime purposes of municipal accounts, and any other 
purpose of such accounts is secondary and auxiliary to these 
basic principles. The accounts should also be so devised as to 
facilitate the placing of lucid reports before the public, from 
which significant data with regard to how the public trust 
had been administered could be readily ascertained^ not only 
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for the period under review but as compared with similar pre- 
ceding periods. 

The foundation plan of a rational scheme of municipal accounts 
must be designed on a principle which distinguishes a municipal- 
ity from a business corporation organized for the prime purpose 
of gain. The accoimts of a city, thus framed, would clearly 
indicate the various or multifarious sources of its receipts and 
revenues under a normal and therefore easily comprehended 
classification. Revenues which are immediately realized would 
be clearly distinguished from those which draw upon future 
resources. Likewise, pa3anents for current expenses of admin- 
istration and made out of appropriations and special authoriza- 
tions would call for a different procedure with respect both to 
provision and expenditure from that which characterizes the 
projection of public works and relates to extension of the city's 
equipment and facilities. 

Statistical records, well adjusted and systematized, would 
materially aid in the problem of municipal administration, but 
care must be taken that the production of statistics is not made 
of more importance than the conditions or facts which give 
rise to them. Such extremes must be guarded against, if muni- 
cipal accounting is to develop along such rational lines as will 
make it of the greatest practical utility to the growing require- 
ments and increasing functions of the modem mimicipality; 
if, in brief, it is to be kept free of bewildering projections, and 
improved, as time and experience indicate and enlarging ac- 
tivities require, along such lines of orderly arrangement as to 
make the accounts the basis for an intelligent administration of 
affairs and form the medium from and through which all sig- 
nificant publicity as to administration would at reasonable times 
be given or could be derived. 

Value op Wbll-obganized and Uniform Accounts 

The value of a well-organized system of accounts in the ad- 
ministration of city government cannot be overestimated, and 
the extension and application of a system of municipal accounts 
designed on basic principles, and framed along imiform or gen- 
erally uniform lines, among cities or groups of cities within the 
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several States and throughout the country, would result in the 
production of comparable statistics that would be of inestimable 
value in the problem of municipal administration. A rational 
system of analytical accounting, carried into every department 
and framed along such uniform lines as would make possible 
significant comparisons, would prove and test the economy and 
efficiency of administration in the various bureaus and depart- 
ments of a city, and in the case of the City of New York test 
the relative efficiency of administration of highways, sewers, care 
and maintenance of public buildings, paving and repaving of 
streets, etc., in the several boroughs. 

Such a system of uniform analytical accoimting would even- 
tually prove of great value to the modem municipality. It 
would result in a more efficient administration of income, and 
thus prevent to some extent the increasing annual taxation in 
our great cities. The departmental accounts, both with respect 
to appropriations and to public imdertakings, should be seg- 
regated along significant analytical accounting lines imtil the 
accounting for fidelity would also become an accounting for 
economy of administration. The accounts, thus reflected 
through periodical reports, would become the basis for intelligent 
action on the part of boards of estimate and apportionment in 
making annual and other appropriations for administrative and 
other purposes, and would also give the comptroller, auditor or 
other'official an opportunity to exercise his legal power of author- 
ity over economy and necessity of expenditure. 

In addition, the reports raised from such analytical accounting 
procedure would give the public means of forming intelligent 
judgment as to the wisdom, economy and fidelity of the ad- 
ministration of the city as a whole and by its several depart- 
ments, and would enable significant comparisons with other 
cities where the accoimts were kept on general, uniform lines. 
The great value as a guide to administration of the significant 
comparable data derived from a series of lucid reports prepared 
from a well-organized system of accounts would be manifest in 
a few years. The experience of a city in one year compared with 
that of the same city in preceding years, and extending the com- 
parison further to other cities of a comparable size, would result 
in a quickening of public interest and inquiry as to the causes of 
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any abnormal condition or contrast, which would work for the 
pubUc good. 

Dr. Le Grand Powers, Chief Statistician, Census Bureau, who 
has had a wide experience in reviewing the many dissimilar and 
widely divergent systems of municipal accounts prevailing 
throughout the United States, has said: 

" In general it is true that the accounts of the most progressive 
private enterprise have reached a higher development than 
those of governments." 

Referring to this, Comptroller Metz, of the City of New York, 
in an address at Washington, dealing with the former city's 
Budgetary and Accounting Revision said, in substance, that 
while in all probability Dr. Powers's observation was, in the 
main, correct, it might be said in explanation, if not in extenua- 
tion, that there were some reasons which have tended to hinder 
the development or evolution of comprehensive and rational 
methods in government bookkeeping — national. State and 
municipal. One is that the material inducements for account- 
ancy skill by government have not been nearly as attractive or 
remunerative as have been held out by private enterprise, where 
the value of the skilled accountant is becoming better imder- 
stood and recognized as our great industries develop and our 
schemes of finance ramify in the most subtle complications; an- 
other is that municipal bookkeeping is so hedged around (and 
oftentimes properly so) by statutory checks and requirements, 
as to hamper and hinder in various ways the full development 
of a rational scheme of accounts. This statement, he said, 
was not made as an excuse for any backward condition of mu- 
nicipal bookkeeping, but merely to assert the fact that the mu- 
nicipal accountant is not always as free to devise and install a 
direct and simple scheme of working accounts as his brother, who 
is devoting his skill to the formulating or improvement of book- 
keeping expedients for the private corporation. These signifi- 
cant conclusions were from the chief fiscal officer of the largest 
municipal corporation on this continent. 

In the promotion of legislation tending towards the support 
and extension of every movement for uniform municipal ac- 
counting and reporting, care should be taken to omit all needless 
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verbiage from the statute, and thus give the accountant scope to 
.design a system that would give the most lucid expression to the 
administration of the people's affairs. We do not need, how- 
ever, to wait for legislation to enable us to make municipal 
accounting and reporting more expressive. What we should be 
extremely careful of, however, is that in our desire to improve 
we do not cast aside well-tried accounting devices that have 
weathered the stress of time and met the exactions of compli- 
cated situations; that are based on principles and practices in- 
herent in all municipal accoimts and therefore applicable to the 
accounting requirements of all cities alike. 

The movement for the practical attainment of a uniform sys- 
tem of State and municipal accounting is of far-reaching im- 
portance in the administration of our cities, which are running 
into debt with startling rapidity. Speaking broadly, American 
municipal debt has increased per capita in the past ten years 
more than it did in the preceding twenty years. Such a rela- 
tive increase of debt cannot go on indefinitely, and the study 
and work now being done towards improving the efficiency of 
mimicipal accounts must make its impress for good in munici- 
pal administration; in other words, in the resultant economy and 
increasing efficiency of administration and the consequent 
relative diminishing of public debt. 

While uniformity in municipal accounting is a goal to which 
every one interested in public finance and administration should 
be ever striving, yet in all projects bearing upon this desideratum 
it should always be borne in mind that the basic principle on 
which the accounts are framed and on which all auxiliary forms 
are devised should be designed to strip the subject of intricacy, 
and changes should be rather along the hne of evolution than of 
outright revolution. Many latent necessities attached to fea- 
tures of established processes may be condemned in toto because 
of defects they possess only in part. A scheme of municipal 
accounts may be so conceived that while the administrative 
control sought to be attained may be ideal, yet the plan itself 
may be so intricate and complicated, so highly organized, in 
fact, and so interdependent in action, that a breakdown at one 
point would unduly hamper and mayhap paralyze the system 
and defeat its achievement. Every step taken in the develop- 
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ment of municipal accounts should be significant. Useless 
segregation is both costly and confusing. All contemplated 
classification should be clearly significant and obviously serv- 
iceable for administrative purposes; otherwise it would be of 
little or no value. 

Municipal Ownership 

There is another and very interesting phase of this subject, 
which, however, we can merely refer to within the scope of this 
paper. I refer to the question of the ownership by the people 
of great important public utilities such as street railways, sub- 
wajrs, gas and electric lighting plants, etc., and their operation, 
either directly or under lease, which is engaging public attention 
to a greater extent every year. Before American municipali- 
ties engage too largely in the trading which has become such a 
feature of the activities of some of the larger cities in Great 
Britain, it is essential that the system of accounts and the reports 
and statements concerning such activities be framed along such 
Unes as would give lucid and significant expression regarding 
their administration; otherwise the experience might be very 
costly to the taxpayer and to the credit and consequent develop- 
ment of the municipality. I have in mind certain municipal 
activities where the accounts are so reflected that the operating 
costs and the revenues are so intermingled with other elements 
of receipt and disbursement as to convey little or no meaning to 
the most intelligent student as to the administrative results. 

The theme covers a wide field, and I can only hope, in a paper 
such as this, to merely indicate the great importance to the 
modem municipality of a well-organized system of accoimts, 
and the resultant economy of administration which would 
imdoubtedly flow from the extension of a uniform scheme of ac- 
counts designed on basic principles and developed in its auxiliary 
features or details to meet the peculiar requirements of each 
municipality or group. The road is probably long and tortuous, 
but the goal is worth striving for, and this Association can, in its 
own field of endeavor, give great aid to the movement by en- 
deavoring to bring about something like a general uniformity in 
the methods of taxation and in the accounting and reporting 
thereof. 
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THE IJCENSE TAX SYSTEM IN LOUISIANA* 

By W. O. Hart 

Member of Louisiana Tax Commission (Special), New 
Orleans, La. 

The laws of Louisiana in reference to what is known as 
license taxation are in many ways quite different from the 
laws of the other States. 

Louisiana has had seven constitutions: That of 1812, imder 
which the State was admitted into the Union, remained in 
force for thirty-three years. The constitution of 1845 was 
adopted in convention on May 14 of that year. The article 
in reference to taxation reads as follows: 

"Art. 127. Taxation shall be equal and uniform throughout 
the State. After the year 1848, all property, on which taxes 
may be levied, in this State, shall be taxed in proportion to 
its value, to be ascertained as directed by law. No one species 
of property shall be taxed higher than another species of prop- 
erty of equal value, on which taxes shall be levied; the legis- 
lature shall have the power to levy an income tax, and to tax 
all persons pursuing any occupation, trade or profession." 

This constitution, however, wag not satisfactory to the peo- 
ple, and another was adopted in 1852. The provision in refer- 
ence to taxation was the same as in the constitution of 1845. 

* The paper which Mr. Hart submitted for publication (and on which his 
address at the Ck>nference was based) contains a detailed account of the various 
license acts of Louisiana, some thirty of which materially changed prior rates 
and classifications. Space does not permit the publication of the entire paper. 
Extracts have been chosen to indicate the trend of this legislation, and Mr. 
Hart's summary of the Act of 1880 is given in full, as illustrating the general 
character of these license taxes. 

Mr. Hart has caused his address in full to be printed in pamphlet form, and 
will send a copy to any person interested upon application to him at New 
Orleans, La., by letter or otherwise. 
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The next constitution of the State was adopted in 1864, 
during the war, and delegates were present in the convention 
only from that part of the State which was under the control 
of the federal authorities. 

The provision in reference to taxation is as follows: 

''Taxation shall be equal and uniform throughout the State. 
All property shall be taxed in proportion to its value, to be 
ascertained as directed by law. The General Assembly shall 
have power to exempt from taxation property actu^dly used 
for church, school or charitable purposes. The General As- 
sembly shall levy an income tax upon all persons pursuing any 
occupation, trade or calling, and all such persons shall obtain 
a license, as provided by law. All tax on income shall be pro 
rata on the amount of income or business done." 

Owing to the unsettled aflfairs of the State by reason of the 
war and reconstruction, not much attention was paid to this 
constitution, and another constitution was adopted in 1868. 
The article in reference to taxation is as follows: 

''Taxation shall be equal and uniform throughout the State. 
All property shall be taxed in proportion to its value, to be 
ascertained as directed by law. The General Assembly shall 
have power to exempt from taxation property actually used 
for church, school or charitable purposes. The General 
Assembly may levy an income tax upon all persons pursuing 
any occupation, trade or calling. And all such persons shall 
obtain a license, as provided by law. All tax on income shall 
be pro rata on the amount of income, or business done. And 
all deeds of sale made, or that may be made by collectors of 
taxes, shall be received by courts in evidence as prima fa^ie 
valid sales. The General Assembly shall levy a poll tax on 
all male inhabitants of this State, over twenty-one years old. 
for school and charitable purposes, which tax shall never exceed 
one dollar and fifty cents per annum.'' 

This constitution remained in force imtil the people of the 
State again came into control of its governmental affairs, and 
the constitution of 1879 was adopted. A new method of levy- 
ing a license tax was provided, reading as follows: 

"The General Assembly may levy a license tax, and in such 
case shall graduate the amount of such tax to be collected 
from the persons piirsuing the several trades, professions, 
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vocations and callings. All persons, associations of persons 
and corporations pursuing any trade, profession, business or 
calling may be rendered liable to such tax, except clerks, 
laborers, clergymen, school teachers, those engaged in mechani- 
cal, agricultural, horticultural and mining pursuits, and manu- 
facturers other than those of distilled alcoholic or malt liquors, 
tobacco and cigars, and cotton seed oil. No political corpora- 
tion shall impose a greater license tax than is imposed by the 
General Assembly for State purposes." 

This constitution remained in force until the constitution 
of 1898 was adopted. This constitution was not submitted to 
a vote of the people, but it was called under an Act of the legis- 
lature which was voted upon by the people, who, in so voting, 
agreed that the Convention might declare the constitution 
adopted without referring it back again to the people. This 
constitution contains 326 Articles, and occupies 123 pages of 
a printed octavo volume. The provisions in reference to taxa- 
tion are under a separate title, "Revenue and Taxation, '* 
embracing Articles 224 to 243, the one in reference to license 
taxation being similar to the provisions of the constitution of 
1879, with the exception of the following, which was added: 

"This restriction shall not apply to dealers in distilled, 
alcoholic or malt liquors. 

"The General Assembly shall have authority to provide 
that mimicipalities levying license taxes equal in amount to 
those levied by police juries for parochial purposes shall be 
exempted from the payment of such parochial licenses." 

This constitution also provided regarding licenses and taxes 
as to foreign corporations in the following words: 

"Corporations, companies or associations organized or 
domiciled out of the State, but doing business therein, may 
be licensed and taxed by a mode different from that provided 
for home corporations or companies, provided said different 
mode of license shall be uniform, upon a graduated system, 
and said different mode of taxation shall be equal and uniform 
as to all such corporations, companies or associations that 
transact the same kind of business." 

All of the constitutions above referred to were submitted 
to and ratified by the people, except the constitution of 1812, 
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which was ratified by CongresSi and the constitution oi 1898, 
which was practically ratified by the people in advance of the 
meeting of the convention. 

License Tax Statutes 

Previous to 1812, what is now Louisiana was known as the 
Territory of Orleans. One of the first acts (1804) organized 
the City of New Orleans and authorized the imposition of taxes 
and Ucenses. Section 6 of the Act in its last proviso is some- 
what unique: 

" The said Mayor and Council shall not have power to regulate 
the price of any other kind of provisions than bread; or the 
price of merchandise, brought or imported into the said city, 
or of the growth or manufacture of the same, nor to tax butchers 
or bakers, nor carts or drays, otherwise than for the licenses 
hereinafter provided for." 

This prohibition apparently was not popular, because in 
1805 it was suspended for one year. Apparently the city had 
been levying taxes and Ucenses on the occupations named pre- 
vious to the Act first above mentioned. Judges in each county 
were authorized to license ferries, charging therefor the sum of 
$6 for one year, and where the stream to be crossed divided two 
counties, license from either was sufficient, and a penalty of 
$5 was imposed on any person who, within one league where 
a licensed ferry was established, would take across a stream 
for hire, persons or goods; the fine, when collected, to be 
"applied to the use of the poor." 

What appears to be the first Act to attempt to regulate the 
liquor traffic was passed in 1805, providing for a tavern license 
of $30. 

Of course in a sparsely settled country, as was the Territory 
of Orleans at this time, peddlers and hawkers were many, for 
it was often through them alone that anything purchasable 
could be had. So by Chapter XV, approved March 16, 1809, 
it was provided "That no person or persons shall presume to 
trade or traffic as a peddler or hawker without having received 
a license from the parish judge of the parish wherein such 
peddler or hawker has his domicile, who shall grant him a 
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license as such which shall be in force for one year and no longer 
(for which said license the said judge shall be entitled to receive 
the sum of $2)." It was further provided that any peddler 
or hawker carrying on any trade or traflSc without such license, 
or selling any article to a slave without the permission of the 
owner, or person in charge thereof, should be subject to a fine 
not exceeding $100, when recovered, half for the parish and 
the other half for the informer, and a further penalty by which 
he should be "forever after disqualified to obtain a license 
according to the provisions of this Act"; and I may say here 
that the license on peddlers has always been imposed in Louisi- 
ana, no matter where the peddler came from, until in later years 
it was found that such a license in some cases might interfere 
with the commerce clause of the United States Constitution, 
when same has been declared illegal. 

The first General Revenue Act seems to have been the Act 
approved March 27, 1813, and many of its provisions have 
been carried into the revenue laws with little changes from that 
day to this. The system of direct taxation by the States on 
the parishes was first adopted, a direct tax of nearly $50,000 
having been levied on all real estate, which the diflFerent 
parishes were compelled to pay in different amounts, ranging 
from $235 for the parish of Catahoula, to $18,471 for the par- 
ish of Orleans. Section 3 of the Act provided for the levying 
of Ucenses, and divided those liable into fourteen classes. [A 
direct tax was levied also in 1842.] 

The evasion of license seems to have been prevalent in those 
days as now, and it was provided that licenses should be levied 
upon billiard tables used the year preceding, because it ap- 
peared that owners thereof were in the habit of taking same 
down when the tax collector was going his rounds, putting them 
up after he had gone, and thus endeavoring to avoid the pay- 
ment of the licenses. 

In 1814 an Act was passed regarding the Charity Hospital 
of New Orleans, which still flourishes, and for every public 
or subscription ball or concert the sum of $10 was required to 
be paid to the hospital. It was further provided 

"That all directors, managers or any other person or persons, 
entrusted with the administration of a theatre open to the 
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public of New Orleans, shall be bound to give four repre- 
sentations per annum for the benefit of said hospital at such 
periods as will be designated by the said council of administra- 
tion/' 

These laws, with some modifications, are still in force, re- 
quiring one performance a year and $100 from each theater. 
There is considerable doubt as to their present legality, but 
the managers of the theaters in the City of New Orleans have 
complied with the laws rather than contest same. 

At this era in the history of the State, lotteries flourished, 
many being specially authorized by the legislature for particular 
purposes, including especially works of charity and religion. 
And no doubt it was found that the State was not receiving 
its just revenue therefrom, so in 1822 it was enacted that no 
lottery office or sale of lottery tickets should be allowed without 
a license, which was fixed at $50,000 a year, but this was not 
to apply to lotteries specially authorized by the legislature. 
Evidently this license was considered too high, for in 1826 
the license was reduced to $500. The pendulum soon again 
swung the other way, for in 1827 the license was increased to 
$5000, and it was stated that this license should be granted on 
the same terms as to the keepers of gambling houses in the 
City of New Orleans. The people evidently came to the con- 
clusion in due course that lotteries were not advisable, so in 
1833 it was provided that all lotteries previously authorized 
by law should expire on January 1, 1840, and the sale of a 
lottery ticket or the drawing of a lottery after that date was 
punishable by fine and imprisonment. 

The Act of 1826 levied a license tax of 12)^ per cent on the 
premium of every policy of insurance effected within the limits 
of the State, whether the company was incorporated imder the 
laws of the State or not, and again made a more stringent pro- 
vision regarding peddlers and hawkers, so as to include in the 
definition traders known as Caboteura who sold goods on the 
water. 

A new form of license taxation was adopted in 1823, pro- 
viding that a license of $10 should be paid for every suit in- 
stituted in the district court, and a license of $5 for every 
suit instituted in the parish courts, but by various acts passed 
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from time to time a number of the parishes were exempted 
from the pa3rment of this license, and in 1844 the same char- 
acter of license was placed on suits in the city court of New 
Orleans in graded amoimts, as it had been done in 1830, for 
the parish courts in the parish of Orleans, where the license 
was graded at from $3 to $12. These license taxes were not 
to cover the costs of court proper, but were independent thereof, 
and were for the use of the respective parishes in which the 
suits were brought. 

The legislature, as you have noticed, was continually after 
peddlers and hawkers, and, by Act approved March 16, 1830, 
a special collector for the licenses against them was authorized 
to be appointed for a term of two years, and the license was 
graded, by which those on the water courses of the State in 
a boat should pay $75, except for such water courses as flowed 
into lakes Ponchatrain and Maurepas, when they should pay 
$10. If the peddling was done through a vehicle, the license 
was $20, and ''for trading in goods carried in packs on horse- 
back or bodily strength, $6." 

The poor peddler was again the subject of legislation by 
Act 109 of 1845, by which it was provided that if he refused 
his name to the tax collector or to produce his last receipt for 
license, the collector was authorized to seize his goods without 
authority from any court of justice, and upon application to 
a court of competent jurisdiction to have the goods sold, and 
out of the proceeds should be paid the license and costs, and 
the balance held by the judge, subject to the order of the owner. 

Hotels and boarding houses were licensed for the first time 
apparently by this act, the rate being 50 cents for each lodger, 
provided that no license should be less than $10 nor more than 
$200. 

Act 224 of 1847 was a comprehensive revenue Act for the 
State, and Article 3, embracing Sections 3 to 5, was in refer- 
ence to license taxes. This act is too lengthy to quote herein, but 
I may say that under it the license on each lawyer and physician 
was $10; on hotels and boarding houses, 50 cents for each 
lodger; restaurants, $30; bar-rooms, $100, or, if only beer 
was sold, $10; billiard tables, $50 each; bowling alleys, $10 
each; theaters, $200; circuses, menageries, race courses or 
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cockpits, $100. The license for the slave trader was increased 
to $15 for each slave, and the peddler again raised by making 
the license $100, if by boat; $50 if by vehicle; $10 on horse- 
back; $10 on foot; or if he should sell from a stall on the 
streets, market or levees, $25; or if he should sell from a boat 
or at the wharves, $100. Wholesale dealers, $30; retail 
dealers, $15; if both were combined, $30. Warehouse, furni- 
ture store or livery stable, $15; re-pressing cotton, $30; real 
estate brokers, $25; produce brokers, $25; pawnbrokers and 
money lenders, $100; factors and commission merchants, 
$30; exchange dealers or money brokers, $100. Each insur- 
ance company incorporated under the laws of the State, $500, 
unless they had previously paid a bonus to the State; foreign 
insurers or bankers, $1000. All of the occupations above 
referred to are, I believe, still the subject of license in Louisiana. 

By Act 60, extra session of 1848, these licenses were in some 
cases increased and in some decreased, and I refer to this act 
owing to the oddity of the amounts. The lawyer, physician, 
dentist and drug store were reduced to $7; for hotels and 
boarding houses the rate was still 50 cents for each lodger, 
but the retail liquor license was not less than $7 nor more than 
$67; for the restaurant keeper the license was $27; for the 
bar-room, $67, and for the beerhouse, $7; circus, menagerie 
and cockpit and race course were reduced to $50; for the slave 
trader the license was fixed at $300. For the first time, the 
p>eddler received some consideration; for the boat, license was 
reduced to $67; vehicle, $34; horseback, $10; foot, $7; in 
stalls, $17; the wholesale merchant was assessed $20, the 
retail merchant, $10; warehouse, livery stable and furniture 
stores were reduced to $10; re-pressing cotton, to $20; real 
estate broker, $17; produce broker, $17, pawnbroker, $67; 
commission merchant, $20; exchange dealer, $67; domestic 
insurance company, $334; foreign insurance company and 
foreign banker or the agent thereof, $700. 

The first local option law was in 1852, and reads as follows: 
"That from and after the passage of this act, the police juries 
of the parishes, the selectmen of the towns and mayor and 
aldermen of the cities shall have the exclusive power to make 
such laws and such regulations for the sale, or prohibition of 
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the sale, of intoxicating liquors as they may deem advisable; 
and to grant or withhold license from drinking houses and 
shops, as a majority of the citizens and voters of any ward, 
parish, town or city may determine by ballot." 

The encouragement of manufacturers was shown by Act 
168 of 1853, by which every municipal corporation in the 
State was prohibited from levying a license tax on persons 
selling articles of their own manufacture in the State. 

In the year 1866 the lottery question again arose and re- 
mained a subject of agitation, contention and legislation imtil 
the adoption of the constitution of 1898, by which all lotteries 
were prohibited. Act 21 of 1866 fixed a license on lottery 
dealers of $10,000 per annum. It was further provided that 
no tickets should be sold imless signed or stamped by the 
Auditor of the State, who should collect for so doing 5 per 
cent of the face value thereof. The lotteries licensed by this 
Act were all drawn outside of the State. The legislature of 
1868 incorporated the Louisiana State Lottery Company, and 
gave it the exclusive right for twenty-five years to sell and 
dispose of lottery tickets in the State of Louisiana. It was 
to pay quarterly in advance for the educational fund of the 
State, $40,000, and was exempt from all other licenses and 
taxes, State, parish or municipal. Subsequently, the amount 
received from the Lottery Company was dedicated to the 
Charity Hospital of the City of New Orleans, and as that in- 
stitution needed the money, and the finances ol the State were 
not sufficient to otherwise provide for it, the lottery was tolerated 
more for that reason than for any other. 

The Lottery Company accepted an abrogation of its monopoly 
features in the constitution of 1879, but though many Acts 
were proposed in the legislature to license other lotteries, the 
old Company succeeded in defeating them, so that its mo- 
nopoly privilege existed until it went out of existence. 

In 1869 another revenue Act was passed where the classi- 
fication of different kinds of business for the purpose of licenses 
was very extensive, there being thirty classes, too long to quote 
in full. Among the new items were factories of every kind, 
including sugar and molasses refineries, foimdries and planing 
mills, where the license was $100; this same license was fixed 
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in general on every wholesale and retail merchant, importer, 
factor, commission merchant or merchandise broker, except 
that the license as to retail merchants was graded; where the 
receipts did not exceed $10,000, the Ucense was $15; between 
$1000 and $20,000, it was $25; above $20,000, it was $50. 

No physician, surgeon, midwife, lawyer or other professional 
person except teacher was allowed to collect claims for pro- 
fessional services unless he had paid his license, and no lawyer 
was allowed to practice in any court of the State until his 
license was recorded in the minute book of the court. The 
thirtieth section of this Act contained the following remarkable 
provisions: "From the proprietor of every gambling house, 
$5000. The auditor shall cause all such establishments violat- 
ing this law to close up until the law is complied with." Of 
course this law met with great opposition from the decent 
people of the State, but still it remained on the statute books 
until the legislature met in 1870, when its very first Act re- 
pealed this thirtieth section. 

The Act of 1869 fixed no special license for physician, sur- 
geon, midwife, lawyer or other professional classes, they 
coming under the omnibus class of $30 each. The Act of 1870 
fixed the license for doctors and lawyers at $20 and druggists 
$15, and contained the same provision prohibiting a lawyer 
from practicing until his license was entered in the minute 
book of the court before which he appeared. The previous 
provision about collecting claims for professional services was 
eliminated. 

The legislature of 1878 passed an Act for the licensing of 
retail liquor dealers by the use of what was known as the 
"Moflfett Register," which had been adopted, or attempted 
to be adopted, I am not sure which, in Virginia. No Uquor 
was allowed to be sold at retail unless such register was in the 
establishment, and in the presence of the purchaser the crank 
of the register was to be turned until the bell struck one, which 
would cause the indicator on the dial to move one point for 
each five cents* worth of liquor sold, and the license, payable 
monthly, was to be one quarter of 1 cent for each five cents' 
worth. The Act, however, never went into effect. Its execu- 
tion was enjoined almost immediately after its promulgation, 
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by one of our district courts, and before the case went to the 
Supreme Court, the Act was repealed. 

License Act op 1880 

By the constitution of 1879 a graduated license tax was pro- 
vided with certain exemptions. To carry out this constitutional 
provision, Act No. 101 of 1880 divided occupations into the 
following general heads: Manufacturers, Use of Money, Com- 
mercial Business, Insuring, Carrying and Storing, Amusements, 
Sustenance and Refreshments, and Professional and Personal 
Occupations. All manufacturers not exempt were divided into 
eleven classes: the lowest class where the gross receipts were 
$10,000 or less, and the highest class where they exceeded 
$10,000,000, and the license for the respective classes ranged 
from $10 to $2500; planters and farmers grinding or refining 
their own sugar or molasses or ginning their own cotton and cot- 
ton gins, not ginning over three hundred bales of cotton, were 
not required to pay this license, which embraced the distilling, 
rectifying, reducing, mixing, doctoring and compoimding of 
liquors, but for the business of distilling and rectifying alcoholic 
and malt liquors alone the license was but one-half. 

Under the general "Use of Money" was embraced banks 
and private banking houses or agencies; also divided into 
eleven classes, where the deposits were $25,000 or less for the 
lowest classes, and where they exceeded $2,500,000 for the 
highest class, and the license was the same for each class as 
in the case of manufacturers. Pawnbrokers were graded in 
six classes, where the capital employed was $5000 or less, up 
to where it was more than $50,000, the licenses being between 
$250 and $2000. 

For wholesale business, whether as principal or agent on 
commission by auction (including real estate or otherwise), 
there were also eleven classes, the lowest being where the gross 
sales were $100,000 or less, the highest where they exceeded 
$10,000,000, the license for each class being the same as in the 
case of manufact'irers. A wholesale dealer was defined as 
one who sold to other dealers for resale. 

For retail commercial business there were fifteen classes, 
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the lowest where the gross sales were less than $5000, the 
highest where they were $2,500,000, the respective licenses 
being from $5 to $2500. It was further provided that if, in 
connection with the business of retail merchant or grocer, 
liquors were sold in quantities not less than one pint, nor more 
than five gallons, the license for the combined business should 
be double the rates just given; but if liquors were sold in less 
quantity than one pint, the license should be four times that 
given, but no such license should issue for less than $50. 

For carr3dng on an insurance business there were eight classes, 
where the premiums were $30,000 or less, extending to where 
the premium exceeded $500,000, the licenses being from $150 to 
$2500. For every street railroad business, express or transfer, 
tow-boat, warehouse or storage, there were again eleven classes, 
where the gross receipts were over $1000 to where they were 
over $500,000, the license being the same as in the case of manu- 
facturers; but where the gross' receipts were less than $1000, 
no license was required. 

A very interesting case was presented in this clause of the 
law now under discussion, or some similar law. In the City of 
New Orleans, street railroads operate imder a franchise from 
the city, for which very large smns were then paid in advance, 
and it was contended by the New Orleans City and Lake 
Railroad Company that it was a violation of the contract 
between it and the city for the city to levy against it a license 
tax, because, having acquired a franchise from the city, it was 
incompetent for the city to make an additional charge against 
it for operating imder the franchise. The Supreme Court, 
however, decided against the Railroad Company, and on writ 
of error to the Supreme Court of the United States, the judg- 
ment was affirmed, though that august tribunal did not seem 
to grasp the exact question presented. (Railroad vs. City, 
143 U.S. 192.) 

For the business of keeping theaters or opera houses the 
license was graduated by the number of seats; there were four 
classes, — where the number of seats was less than five hundred, 
up to where it exceeded one thousand. Ordinarily, under other 
provisions of law, the license would have ranged from $150 
to $500, but a proviso regarding amusements was that no such 
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license should issue for less than $250. In cities and towns 
where the population exceeded five thousand, and did not exceed 
twenty-five thousand, there were two classes only; where the 
number of seats was less than five hundred, the license was 
$75, and where it was more than five hundred, the license was 
$100. In towns having a population of less than five thousand, 
the license for theaters was $10 for each one thousand inhabit- 
ants. It was further provided that in towns exceeding twenty- 
five thousand, for saloons with female dancing or statuary 
exhibitions, or theatrical, music and variety performances, the 
license should be $1000, and in other places, $500. 

For menageries, circuses and traveling shows there were 
eleven classes, regulated by the number of employees, ranging 
from $10 to $500. Balls and other entertainments were to 
pay one-tenth of the license for circuses and traveling shows, 
but balls given for charitable purposes required no license. 

For keeping a hotel or boarding house, where lodging and 
eating were combined, the license was based upon the number 
of furnished rooms for guests; the eleventh class, where they 
exceeded three, up to the first class, where they exceeded three 
himdred, and the license was the same as for circuses. Where 
there were less than three rooms, no license was required, and no 
license was required for a person who kept a boarding house in 
connection with a school or college; for lodging' houses the 
license was to be one half; for restaurants, oyster saloon, con- 
fectionery and barroom, the classes were graduated by the 
gross receipts, ranging from $1000 to $50,000 or more, the 
license being the same as for hotels; no license for selling liquor 
in less quantities than a pint was to issue for less than $50, and 
theaters and eating houses combined were to pay double the 
license. 

For lawyers, physicians, editors, dentists, stockbrokers, 
agents, drayage, tow-boats and ferries, master builders, steve- 
dores and mechanics who employ assistants, the licenses were 
based on the gross receipts, ranging from $2000 or less to 
$10,000, the respective licenses being from $5 to $50. Traveling 
agents from other States were required to hold license of $25 per 
month; this was subsequently held illegal, as violative of the 
Interstate Commerce Clause of the Federal Constitution. 
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The gross receipts, the basis of the license in many cases, 
were to be taken from the business of the preceding year. 

Recent Legislation 

The constitution of 1898 contained practically the same 
provision regarding licenses as the constitution of 1879, with 
the restriction as to mimicipalities and parishes being limited 
to the same amoimt of license as the State removed so far as 
retail dealers in distilled alcoholic or malt liquors were con- 
cerned. This constitution authorized the taxing of foreign 
corporations in a different method from domestic. A general 
license law was passed this year, superseding all previous laws, 
and making some, but not a great many, changes. The busi- 
ness of debenture redemption companies, or loan and invest- 
ment companies, was taxed for the first time in this law; 
subsequently, however, all of these companies were declared 
illegal and their charters forfeited. 

By Act No. 35 of 1900, the carrying on of the business of 
trading stamps was made a criminal offense, but the law was 
declared imconstitutional. (State vs. Walker, 105 La. 492.) 
Subsequently, by Act No. 47 of 1904, the license on trading 
stamp companies was increased so that the minimum was 
$5000, and the maximum $10,000, where gross receipts were 
$200,000 or more. This very large license was maintained by 
the Supreme Ck)urt in the case of State vs. Merchants Trading 
Ck)., 114 La. 529, and as a consequence this character of busi- 
ness, much to the relief of our merchants, has ceased to exist. 

By Act 49 of 1904 attention was again paid to the peddler, 
and he was defined to be a person, merchant or itinerant vender 
selling to consumers by sample or by taking orders, whether 
for immediate or future delivery. The exemption before 
given was extended to those selling fruits and oysters, or goods 
of their own work or production. Act No. 62 of 1906 again 
amended the general license law and brought in a new business, 
contractor and master builder, where there were seven classes, 
the license ranging from $10 to $150, accordingly as the receipts 
were less than $10,000 or more than $500,000. Again was 
this act amended by Act 214 of the same year as to life 
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insurance companies. The number of classes was increased 
to one hundred and forty-nine from sixty-nine, and as in the 
previous law the lowest license was made $120, but the highest 
was $9000, accordingly as the premiums ranged from less 
than $30,000 to $1,500,000 or more. 

SUPRBHE COUBT DECISIONS 

I will close this paper by referring to some of the decisions 
of our Supreme Court on the subject of licenses. 

All the constitutions, except that of 1812, previous to 1879, 
authorized the levying of an income tax, and under that con- 
stitution such a tax was assessed, but the court held that, as 
the legislature had not authorized the assessment, it was invalid, 
and this irrespective of the question whether such a tax might 
legally have been levied under the constitution. 

The Citizens Bank of Louisiana, one of the oldest banking 
institutions in the country, was held by the Supreme Court of 
Louisiana and by the Supreme Court of the United States to 
be exempt from property taxation, and when it was sought 
afterwards to impose upon it a license tax, it set up that its 
charter, passed under the constitution of 1812, was such a 
contract as was sacred from impairment by subsequent legis- 
lation, and that to levy a license tax against the bank was 
illegal and invalid. The Supreme Court of Louisiana, however, 
maintained the license. 

But on Writ of Error, the Supreme Court of the United 
States reversed this decision in Citizens Bank v$. Parker, 192 
U.S. 73, in these words: 

"The rule requiring a strict construction of statutes ex- 
empting property from taxation should not be infringed, but 
where ambiguity exists it is the duty of the court to determine 
whether doubt exists and to solve it, and not to immediately 
surrender to it. 

"Where it is res judicaia that the original charter of a bank 
by which its capital is exempt from any tax constituted a con- 
tract within the impairment clause of the Constitution, and 
that such exemption is not a£Fected by subsequent charters 
and constitutions, and there is no doubt that the State intended 
to offer inducements to enlist capital in the early development 
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of the State, and no license tax was demanded for fifty-eight 
years, although that method of taxation was in force during 
the whole period, the exemption from any tax may be construed 
as including a license tax on occupation as well as taxes on 
property." 

In the case of City of New Orleans, vs, Mannessier, 32 A. 
1075, in disposing of the contention of the defendant, an ice 
cream maker, that he was a manufacturer, the court decided 
against him, using the following language: 

''Defendant contends that he is a manufacturer, and that 
as such, and selling goods or articles manufactured by himself, 
he is exempt from the pa3rment of a Ucense tax under the 
operation of Articles 2447 and 3344 of the Revised Statutes 
of 1870, prohibiting any municipal corporation in this State 
from levying any tax on persons engaged in selling articles 
of their own manufacture, manufactured in this State. 

"We cannot assent to the proposition that a person making 
and selling ice-cream is a manufacturer in the sense of the law, 
or in any other sense of the word. The attempt to magnify 
a confectionery, which is defendant's business, into a manu- 
facturer, must fail. We are told that any one seeing the steam 
engine, complicated apparatus, and large force needed to pro- 
cure defendant's goods, would at once conclude that he is a 
manufacturer. With as much force it might be said that any 
one visiting the mammoth kitchen of the Grand Union Hotel 
at Saratoga, together with their m3rriads of employees, and 
their colossal apparatus, would at once magnify the cooks and 
pastrymen into manufacturers." 

The constitution of 1879 exempted all manufacturers, except 
those enumerated, from a license tax, and exempted certain 
manufacturers named from a property tax, and many interest- 
ing cases were presented to the courts where manufacturers, 
not liable for a license, endeavored to bring themselves within 
the property exemption. 

The constitution of 1898 extended exemption for ten years 
from 1900. The ending of the tax exemption in our State this 
year will not in any way affect the general license exemption. 

Again I quote from Saimders on Taxation: 

'' CUi88iJi4xUion of Occupations and Graduation of Licensee. 
In all of the acts above mentioned, the legislature has divided 
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occupations into several classes, and subjected persons in each 
occupation to a license proportioned, on some fixed princij^e, 
to the amount of business done by them. The Supreme Court 
has declared these acts constitutional. In a recent case, in 
which it was called on to determine the import of the con- 
stitutional provision, that the legislature should graduate 
licenses, they say: 'It implies the previously recogniz^ power 
of the legislature, in matters of this kind, to divide trades, 
professions, vocations and callings into classes, and to assess 
a license, different and variable in amoimt, upon the persons 
composing the several classes. The only restriction placed 
upon the power by the Constitution is, that the license tax, 
likened in this resp>ect to a tax upon property, shall be equal 
and uniform on all persons of the same class.' (State vs. 
O'Hara, 36 An. 95.) " 

"The Constitution confers on the legislature the power to 
license, but does not declare that it shaS subject to license aU 
occupations. Hence, until a given occupation is expressly 
subjected, no license can be exacted from it.'' 

''The Occupations Licensed or Exempted by Municipalities 
or Parishes, As municipalities and parishes are not permitted 
to exact a larger license in any case than that demanded by 
the State, it follows that (City vs. Graves, 34 A. 840). But 
though they may impose on all occupations licensed by the 
State a license equal to that of the State, yet they are not 
obliged to do so. They may exempt certain occupations from 
municipal license, though the State has subjected them to a 
State license." 

''License Fees for Policing Purposes. A municipality may, 
for the bona fide purpose of policing an occupation, subject it 
to a license fee sufficient to cover the extra expense of the 
special policing to which it is subjected. But this license fee 
must be merely suflBcient to cover the cost of policing. If 
really made for the purpose of revenue, it will be void, unless 
it is covered by the general license law." 

Mr. Saunders elaborates these general principles on pages 11 
and 12 of his book, using the following strong and concise 
language: 

"Sundry Charges under Police Powers. When the govOTi- 
ment is put to any special and exceptional expense in policing 
certain property, it may charge such expense against the prop- 
erty thus policed. Whether it is necessary or wise to incur 
such exceptional police expense is a matter solely in the discre- 
tion of government to determine. But the charge made must 
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be no greater than is required to cover the expense of enforcing 
the r^^ation. (Cooley on Const. Law, 686.) 

"Thus a city may require the owners of all vehicles kept for 
hire to obtain from the municipal authorities and affix on the 
vehicles a numbered plate and may charge therefor a simi suffi- 
cient to cover the cost of getting and distributing the plates. 
But if the charge is many times greater than such cost, the 
imposition will be considered as made for revenue and not for 
policing, and wiU be therefore void. (Walker vs. New Orleans, 
31 A. 828.) So a charge of 25 cents a load for all vegetables 
brought to and sold in the market will be treated as a disguised 
tax, and not as ' intended to meet the expense of the poUce 
necessary to preserve order among the wagons and teamsters, 
or for the expense in maintaining the cleanliness in the por- 
tions of the street thus occupied at stated times of the day. . . • 
Nor can it be said that the exaction is necessary to meet the 
fee for issuing the Ucense authorizing the dealer to back up 
against the banquet. At the rate of only one load a day the 
dealer would pay some $91 a year, an amount out of all pro- 
portion to the probable cost of such permit or license.' (State 
w. Balser, 36 A. 363.) " 

In addition to the foregoing decisions arising under the con- 
stitution of 1879, the following, many of which I collate from 
Marr's Index, second edition, may prove of interest: 

"A baker is not a manufacturer; but one who, from flour 
makes crackers, fancy soup and Italian paste is. A coffee roaster 
is not a manufacturer. Nor is the manufacturer of illuminat- 
ing gas a manufacturer of chemicals, and therefore not exempt 
from a property tax. Recently, however, the Supreme Court 
decided that the making of gas was a manufacture within the 
meaning of the article of the constitution exempting manu- 
facturers from license. 

"The publishing of a newspaper is a manufacture, so as to 
^empt the paper from license, but not a manufacture of sta- 
tionery, so as to relieve him from property taxation. 

"A rice miller is a manufacturer so as to e3^empt him from 
license.'' 

"A barber is engaged in a mechanical pursuit, and therefore 
not liable for license." 

There have been several interesting cases in reference to 
license taxes imposed upon attomeys-at-law. 

In the case of Pacquet vs. Judge, 49 A. 764, where the de- 
fendant excepted to the proceedings against him for a license, 
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'^alleging that being an officer of the court, his occupation is 
not subject to taxation," the Supreme Ck)urt maintained the 
proceeding in its entirety, and in holding that the lawyer was 
not exempt from license taxation, disposed of his contentions 
in the following strong and forcible language: 

"The refutation of defendant's exception will require no 
extended argument. Lawyers have no more privileges than 
other citizens in the pursuit of their profession. The license 
to practice, granted to them imder the law to pursue the pro- 
fession of attorney, is only an evidence of character, fitness 
and ability. The privilege of pursuing the profession carries 
with it no exemption from the duties of citizenship, the sharing 
with others the expense of government, both State and mu- 
nicipal." 

In the case of State vs. Merchants Trading Company, 114 
La. 529, it was held that the courts cannot reduce the amount 
imposed by the General Assembly as a license for the carrying 
on of certain classes of business, on the ground that same is 
prohibitive. Yet in the case of Lisso vs. PoUcy Jure of Red 
River Parish, 116 La. 767, the court held just the contrary, and 
declared a license of $5000 for canying on the retail liquor 
business was prohibitory and confiscatory, and therefore 
illegal. In this case, however, was not mentioned the Trading 
Stamp case, but the doctrme thereof was affirmed in Davis 
tw. Police Jury of Webster Parish, 120 La. 163. 

As distinguished from the decision in reference to the manu- 
facture of gas, it was held in 116 La, 144, in the case of State 
vs. New Orleans Railway & Light Ck)mpany, that "An electric 
light company is not a 'manufacturer' in the sense of the ex- 
emption clause of Art. 229 of the constitution of 1898." 

In the case of State vs. Tichenor, 118 La. 685, the court held 
that a manufacturer of a patent medicine was entitled to ex- 
emption from license tax, and was not compelled to disclose 
the secrets of the compound, in order to obtain that exemption. 

Opinion op Tax Commission 

The Tax Ck)mmission of Louisiana in its report to the Gover- 
nor and General Assembly, in May, 1908, used the following 
language regarding license taxes: 
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"The Commission desires to go on record as opposed to the 
principle of license or occupation taxes on ordinary pm^uits 
as a permanent source of revenue. For regular pursuits under 
the police power such taxes are proper. It may be, too, that 
in our State, which has so long used this form of taxation, it 
may not be practicable to abandon it suddenly. 

"Under the general system reconmiended, this power is 
not to be exercised by the State except in the form of excise taxes 
on occupations within the domain of the public power, and 
it is left as one of the powers to be exercised locally in the 
discretion of the local authorities. We hope that this will 
permit its eventual abandonment. 

"An occupation tax on a praiseworthy pursuit is vicious in 
principle. No man ought to be made to pay for the mere 
privilege of earning a Uving. A sound public policy would 
encourage this instead of penalizing it. 

"Such taxes, by increasing the cost of doing business, lessens 
the competition, which is unsound policy. 

"In addition to this there is no form of tax which provokes 
such a flood of perjury as accompanies the levy and collection 
of these taxes. The amount of the tax depends on the return 
of the taxpayer. The honest taxpayer makes an honest return. 
The dishonest taxpayer makes a dishonest return. Large num- 
bers of persons make their affidavits with the same loose- 
ness of morals with which the average respectable citizen will 
attempt to defeat the custom laws on returning from a trip 
abroad. They regard cheating the government as venial, and 
not in the category of crime." 

However, the conmiission recommended what are in eflfect 
several license taxes in these particulars: a stock transfer 
stamp tax, a ^cotton future stamp tax, a corporation organi- 
zation tax and a tax on insurance companies to the exclusion 
of all other taxes except local taxes on corporeal property based 
upon gross receipts. Embraced within those occupations 
which are under the police power, and should be licensed, were 
named the "Sale of liquor, drugs, tobacco and cigars, pawn- 
shops and other businesses and occupations that fall under 
the domain of the police power." 

Conclusion 

Licenses become due on March 1 of each year, and if not 
paid before that date, bear interest at the rate of 2 per cent 
per month. 
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The amount of the license is fixed by the sworn affidavit of 
the license payer, based upon receipts of the previous year, or 
estimated receipts if the business is a new one. 

The law authorizes the tax collector to traverse the affidavit 
and show that a larger license is due than that based on the 
affidavit. But the Supreme Ck)urt has recently decided in the 
case of State vs. New Orleans Chess Club, 116 La. 46, that if 
a tax collector issue the license based on the affidavit, the 
State is stopped from proceeding subsequently for a higher 
license. In other words, the practical situation now is that 
the license payer pays whatever license he pleases, because it is 
impossible for a tax collector to stop the receipt of licenses in 
order to traverse the affidavit in advance. 

I propose to make no comment on the question of license 
taxation, except to say that in my judgment a license tax, 
properly classified and graduated, and strictly enforced, but with 
liberal exemptions covering the small dealer and those who work 
with their hands, is not an inequitable tax, but in the nature 
of an income tax, and if levied impartially, may be made just 
and fair to all. 
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TAXATION OF MERCANTILE AND MANUFAC- 
TURING CORPORATIONS 

By William Geobge Bruce 

Secretary Merchants' & Manufacturers' Association, Milwaukee, 

Wisconsin 

With the constantly changing conditions in our economic 
fabric, with a complex system of industrial and commercial 
activity, with an increasing variety of property forms and chang- 
ing valuations, the subject of taxation becomes a problem of 
stupendous proportion. 

With every successive stage in our economic development and 
the diversification of our activities, taxation labors become more 
and more complicated, and inequality and injustice more prob- 
able. Only the earnest and patriotic effort of tax authorities, 
students and statesmen will tend to secure that measurement of 
equity and uniformity possible under existing conditions. 

A discussion of the subject assigned to me primarily means 
to point out defects and weaknesses in the tax laws of the country 
and in their administration. It means to lay bare the fact that 
the laws do not cover every condition and exigency so as to 
exert absolute equity, and that administrative fearlessness and 
ingenuity are unable to secure such equity, even under the best 
laws now in operation. 

A discussion, however, that shall be of service, should not only 
confine itself to the weaknesses in the tax laws of the country 
but, if possible, should point out remedies as well. It should 
draw upon the experience of time, weigh the tried and untried, 
and substitute for the unsatisfactory that which will give prom- 
ise of improvement. 

But to point out defects is easier than it is to apply remedies. 
With laws firmly intrenched, administrative methods fixed 
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and accepted ideas recognized into standards, all progress must 
necessarily be slow. Radical changes, no matter how attractive 
they may appear, are impossible, and if they were possible, 
might, on the whole, prove unwise. Therefore all advance in 
tax laws and tax methods must become a steady process of 
evolution, improvement must be reached step by step, eliminat- 
mg the worthless and accepting the meritorious. 

Wide Range op Property Forb£S 

The taxation of mercantile and manufacturing corporations 
involves considerations which touch vitally upon our economic 
activities. Whenever taxation enters as a factor in the cost of 
production or in competitive trade, it involves more than the 
mere consideration of local uniformity. It is apt to play a part 
in competitive effort and in shifting business patronage from 
one locality to another. 

Practically all the commodities coming under the designation 
of tangible personal property, and including a variety which 
runs into thousands, may be classified under mercantile and 
manufacturing property. Every item of food, raiment and 
shelter; everything we eat, wear and employ in our housing; 
every tool, implement or machine employed in agriculture and 
in the mechanic arts, — in brief, every conmiodity that enters 
into the life and living of a civilized people comes under this 
property classification. 

It is therefore reasonable to assume that, owing to the stu- 
pendous volume and variety of property forms to be dealt 
with, all the vexatious problems within the entire range of 
taxation effort are here brought to the surface. 

In dealing with corporations in connection with the subject 
of taxation, the first inquiry is apt to be directed to the ques- 
tion of capitalization. Let us see to what extent the ostensible 
value may have a bearing upon the real value. 

Classipication op Corporations 

The mercantile and manufacturing corporations in relation 
to their capitalization may be divided into three classes: 
First. Corporations whose capitalization is nominal in corn- 
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parison with the value of their physical and other forms of 
property. Corporations of this kind are owned usually by a few 
men or families who do not care to convert the growth of 
their business and the accumulated surplus into new stock 
issues. Their stock is not in the market. 

Second. Corporations whose actual investment corresponds 
with their stock issue, and whose earnings represent a reason- 
able return upon the capitalization. 

Third. Corporations that are overcapitaUzed. The move- 
ment in recent years to combine corporations and firms en- 
gaged in similar enterprises for the purpose of eliminating com- 
petition and the duplication of expense, simplify and strengthen 
organization, has resulted in some of the wildest forms of over- 
capitahzation. In hundreds of cases the stock issues are five times 
larger than the earnings warrant; or at least the value of the 
physical property, trade prestige and good will represent only a 
minor fraction of the total stock issue. 

Here it must become apparent that in the valuation of 
mercantile ahd manuf actiuing corporations, the capitahzation 
does not estabUsh a safe basis for assessment purposes. It 
either goes above or falls below the actual value of the business. 
At least it can only become one among many factors which 
finally determine an equitable valuation. 

Discrimination by LocALmss 

It would seem needless to assert that the assessment of a 
manufacturing plant is a most difficult task. To ascertain 
valuations on the numerous items in their various stages of 
incompleteness, from the raw material to the finished product, 
involves a task which is beyond the average assessor. 

Some one may hold that, since the consumer eventually pays 
the tax, it is inunaterial how high this may be fixed. This 
would be true if the tax were uniformly placed upon all manu- 
facturers in any given line or upon all mercantile establish- 
ments engaged in similar lines of business. But the element 
of competition, to which the average business house is* ex- 
posed, makes uniformity a factor, aside from the local equities 
which are involved. Uniformity in method and rate of taxa- 
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tion should be extended beyond local or State lines in order to 
exert complete equity. It should become interstate in scope. 
The manufacturer of one State must compete with those in a 
neighboring State; the jobber of the West must meet his com- 
petitor of the East. The elements of quality, personal taste 
and preference are important factors in determining a trade, 
but the question of price precedes and dominates all others. 
Important bargains frequently hinge upon close margins of 
profit. 

Many gross inequalities in the taxation of industrial plants 
arise also out of the attitude of local authorities. The enter- 
prising small town invites manufacturers to locate within or 
near its borders, donating land and granting partial or total 
exemption from taxation. 

If adequate shipping facilities, ready access to the source of 
raw material and to the markets where the finished product is 
to be sold are oflfered, together with a peaceful and skillful labor 
market, then the gift of land and tax exemptions becomes an 
important item. 

The advantages thus offered by one taxing unit places the 
manufacturer in another unit, who must pay his full share of 
the taxes, at a disadvantage. The taxed manufacturer is com- 
pelled to compete with an untaxed manufacturer. 

Assessing Manufacturing Plants 

But greater variations in valuations imder similar laws may 
arise out of the rules which the administrative factors may 
apply. These variations may rest upon an honest difference of 
opinion as to policy and method. 

An example of the variation in the rules applied in different 
States may be given in the following: In 1903 the assessors of 
Ohio turned in the total valuation of the merchants' and manu- 
facturers' stock of that State at $54,646,876. The same year 
the Wisconsin assessors turned in a similar stock at $61,587,030, 
thus indicating that the latter State had nearly $7,000,000 
more in merchants' and manufacturers' stock. 

The United States census reports for 1900, however, show 
the investment in manufacturing plants of the two States as 
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follows: Wisconsin, $330,568,779; Ohio, $606,792,266. If the 
latter figures are a safe criterion upon which to base an esti- 
mate for the former, then the State of Ohio, in comparison 
with Wisconsin, had a merchants' and manufacturers' stock of 
over $120,000,000 mstead of only $61,587,030. In other words, 
Ohio assesses this class of property at one-half of what it is 
assessed in Wisconsin. 

Another illustration may be found in the following: For in- 
stance, shall a given piece of machinery be valued at its original 
cost, minus its annual 10 per cent of depreciation, or at what it 
would sell at if placed on the market, or at what it is actually 
worth to its owner, or at what it would cost to replace it? 

A piece of machinery may be worth $1000 to its owner, and 
yet if placed on the market would sell only for the price of old 
junk. Therefore it has no market value, and only assumes 
value by virtue of its ownership. Under a strict application of 
the ad valorem system of taxation, the machine cannot go upon 
the assessment rolls upon this ownership value. It possesses 
only a nominal selling value, hence is subject only to nominal 
taxation. 

To assess the machine on a valuation of $1000, simply be- 
cause its earning power imder a peculiar ownership gave it 
that valuation, would mean to recognize a new principle in 
taxation. It would mean a complete departure from the ad 
valorem system, and would base the tax upon the earning power 
of the machine rather than upon its selling value, thus recog- 
nizing the imderlying principle of the income tax system. 

It may strike some one here that I am dealing with an excep- 
tional case. Examination, however, will reveal the fact that 
there is much machinery in almost every industrial plant which 
would come within the range of my illustration. In fact, 
manufacturing plants, as such, assume a most unstable value 
when viewed purely from the standpoint of their selling quali- 
ties. No form of realty declines more rapidly in value than a 
discarded manufacturing plant, none encoimters a greater diffi- 
culty in finding a new purchaser. 

This fact is recognized by financiers in fixing loans upon 
manufacturing plants, as distinguished from residence and 
various forms of business properties. Thus ownership — let 
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US say peculiar ownership — forms a greater factor in the 
valuation of industrial plants than it does in other forms of 
property, and in the same ratio ability and talent become a 
taxable asset. 

The average assessor may strike a compromise between the 
market value and the ownership value/ but in doing so he 
departs in a measure from the ad valorem theory of taxation 
and enters the domain of the income tax idea. 

Mercantile Valuations 

But let us proceed with some of the difficulties encoimtered 
in the assessment of mercantile property. 
• Take, for example, the assessment of a large department store. 
What man has been brought into the service of any tax depart- 
ment who can here, with the time usually allotted to assessors, 
be expected to establish an accurate valuation? This applies 
to large wholesale dry goods, clothing, hardware, grocery, drug 
and other houses as well. 

^ And even were the original cost of every article made known, 
the actual value for assessment purposes might .still be doubted. 
Should the expense involved in marketing the goods be added, 
deducted or ignored? Fluctuations in prices are frequent and 
common. The merchant himself, though he be absolutely 
frank and honest, cannot determine the exact value of his stock 
on the day the assessor appears. 

But the proprietor and manager usually places hunself on 
the defensive. He will say no more than the occasion requires, 
remain silent if an undervaluation is expected and protest 
loudly if an overvaluation is in prospect. The intellectual 
contest between a ten-thousand-doUar manager and a one- 
thousand-dollar assessor is likely to be an uneven one. 

After what he hears and sees, the assessor must guess and 
estimate, and estimate and guess, to arrive at a valuation 
which he believes to be fair and just. Honesty and good guess- 
work therefore do largely determine the assessment of tangible 
personal property. 

But the laws in the States lack uniformity. While all 
States assess real estate, there are those that exempt net credits 
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while others tax them; some States tax that portion of the 
stock in domestic corporations which represents the excess 
value over the physical property; others fix a per centum tax 
on the par value of stock in foreign corporations. The assump- 
tion that the debts of a business concern are balanced by the 
outstanding accounts is usually correct. But where the debts 
exceed the credits, such concern is apt to pay taxes on what 
it does not possess; in fact, it pays taxes on its own debts. To 
deduct the debts from all forms of personal property and 
assess the remainder, would seem, at first glance, an equitable 
procedure. To make such deduction, however, would efface 
tangible property by an intangible form of property, and would 
violate the doctrine that all property of a physical nature 
should and must be taxed. 

It is therefore proper to deduct debts from credits, or 
better still to ignore both where such credits are exempt, as 
they should be. 

Taxation op Corporation Stock 

One of Jthe evils to which corporations, or rather their stock- 
holders, are subjected to is that of double taxation. The stock 
of a corporation whose physical property and other assets are 
located in one State is subjected, if held in another State, to 
another tax. 

The Wisconsin man who owns stock in a manufacturing 
plant located in Illinois is subject to a tax upon the same, 
notwithstanding the fact that the physical property which the 
stock represents has already been taxed in Illinois. The Mil- 
waukee stockholder in a factory located in Milwaukee, and 
paying its taxes into the Milwaukee city treasury, is subject to 
another tax on his stock if the corporation happens to be 
organized in some other State. 

If the factory plant and the stock covering the same are 
located in the same taxing district, the stock is exempt. But 
why? If credits or evidence of wealth based upon local physi- 
cal property are legally exempt in one district, why not in the 
other? Why construct economic barriers between district and 
district, between State and State? 
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The national Congress has the right to impose a tariff on 
goods coming from a foreign country, but no State has the 
right to exact an import duty on property coming from an- 
other State. Absolute free trade between the States is guaran- 
teed, and yet the man who enters one State with a stock cer- 
tificate in a corporation located in another State is subject to 
a tariff duty, or its equivalent, which may not only be exacted 
once, but every year while he is in possession of it. The 
thought naturally suggests itself here that interstate as well 
as State equaUty and uniformity are among the desirable ends 
yet to be achieved. 

The taxation of corporations, because they are corporations, 
as applied in the several States, probably had its origin in two 
motives, the one to exert a punitive or restrictive function, the 
other to serve a purely financial purpose. The desire to check 
monopolistic growth is fully as strong as the effort for enlarged 
sources of revenue. But does the tax so exacted really come 
out of the coffers of the corporation? Does it reduce the 
salaries of the officers or the dividends of the stockholders? 
Does not the customer or patron of the corporation or the 
consiuner of its commodities finally pay the tax? 

The conclusion here must be that while the State has a 
right to inflict a punitive tax or to operate against probable 
abuses, and thus protect its economic welfare, it may fail in 
acliieving its primary object but succeed in deriving the revenue. 
While the regulative purpose of such a tax may or may not be 
attained, it will be observed that it is based upon "ability to 
pay, " or the privilege to do business, rather than upon the 
value of the property involved. 

Modern Taxation Tendencies 

In the taxation efforts of the nation there are three distinct 
tendencies: 

First. The exemption of credits and the gradual shifting of 
the burden of taxation from personal property to land holdings. 

Second. The employment of taxation as an introductory 
and partial agency in the regulation of mercantile and manu- 
facturing corporations. 
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Third. A recognition of the principle which fixes taxation 
upon the earning power of man and property. 

An examination of the tax rolls of the larger cities of this 
comitry develops the fact that the taxation of intangible per- 
sonal^property, as against real estate, is growing smaller from 
year to year. Competent tax authorities frankly admit their 
inability to discover and place upon the tax rolls more than a 
minor proportion of such property located in their district, and 
leading economists not only recognize the futility of taxing 
credits but strongly reconunend their exemption. 

The new national corporation tax law, recommended by 
President Taft and enacted by the last Congress, may be re- 
garded as the entering wedge to the permanent adoption of an 
income tax system. Whatever may become of this law, in 
running the gaimtlet of the courts and standing the test of 
constitutionality, the day is not far distant when the principle 
which forms the basis of this law will be accepted as a fixed 
national policy. 

The new national corporation tax law has had its inception 
as much in a desire to secure some form of control over cor- 
porations as it has in the government's struggle for a new 
revenue producer. The one meets a popular clamor and the 
other aids the national treasury. But resistance to the law 
will spring from an unwillingness to be controlled rather than 
an unwillingness to pay the new tax. 

While the motives which prompted the enactment of the 
law may not be subject for extended discussion here, the law 
itself deserves careful consideration. It exacts from all cor- 
porations a tax of one per centum upon their entire net in- 
come above five thousand dollars. In other words, it taxes 
the earnings of corporations and enables the government to 
know something about their gross receipts, expenses and profits. 

The contention which is made that the law is inequitable 
in that it exempts from its provisions all copartnership firms 
and individuals; that a small corporation may be subject to 
taxation, while the individual doing business at large profits 
escapes taxation; that it encroaches upon States' rights, and, 
finally, that as a revenue producer the law is superfluous and 
unnecessary, may or may not be accepted. 
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The law, in my judgment, possesses a two-fold merit. It is 
the first and only step thus far taken to place corporations, 
aside from the railroads, under some form of government con- 
trol. This control must come sooner or later in a complete 
and highly organized form, in order to protect the pubUc against 
trade combinations that are harmful and, at the same time, 
legitimatize those that are beneficial. 

The next virtue which the law possesses lies in its recog- 
nition of the income tax principle. With the establishment of 
an expert tariff commission, with the introduction of scientific 
methods in future tariff making and the ultimate recognition of 
the tariff as an economic and not a poUtical question, an enor- 
mous reduction in tariff revenue may some day be anticipated. 
Other forms of income must be supplied, and a graduated in- 
come tax is bound to become an accepted revenue-producing 
agency in this country. 

The present law is imperfect in that it lacks in scope and 
fails to include in its provisions firms and individuals as well 
as corporations. But the very imperfections in the national 
corporation tax law will stimulate further discussion and bring 
into stronger relief the prevailing sentiment on the subject of 
an income tax and the attitude of the American people on 
government control over corporations. 

Strengthen Administrative Arms 

It is not within the province of this paper to discuss or 
champion any one of the newer theories on taxation, but I 
cannot refrain from pointing out the fact that the growing 
tendency to exempt credits and place the principal tax burden 
upon land brings us closer to the single tax idea. However 
dreamy and impractical we may deem that idea, it bears at 
least the element of suggestion. 

Our property tax system is a dreary stretch of inequalities, 
the economic "bad lands'' in our governmental activities, with 
decUvities of exemptions and elevations of double taxation. 
The laws in the several States differ, the administration of 
these laws vary and the policy is governed by the resistance 
that is met with. 
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Certain it is that the taxing authorities of America have 
not demonstrated their abiUty to tax equitably or adequately 
intangible personal property. Nor is this due to any weak- 
ness in the laws based on prevailing tax theories. In spite of 
honest laws and the honest administration of these laws, and 
even the existence of honest taxpayers, the present system is 
ineffectual in the ends it aims to serve. The theory that taxa- 
tion must be based upon the market value of all forms of 
property has not been fully sustained in practice. 

Again, I may exceed the province of my discussion when I 
assert that, in my judgment, the complex conditions involved 
in the taxation of mercantile and industrial properties are best 
met by an income tax system. While I believe in the principle 
of basing taxation upon the earning power of man and property, 
I believe also in its eminent practicability. It obviates the 
uncertainties in the valuation of thousands of property items, 
tangible and intangible, visible and hidden, and concerns itself 
only with the annual net income of their owners. 

In any discussion on the broad subject of taxation certain 
admissions must be made. Injustice travels between illegal 
exemptions on the one hand and legalized double taxation on 
the other. In the one an injustice is committed against the 
government, in the other against the individual. The man 
who escapes taxation compels his neighbor to pay it for him. 
The man who pays a double tax is robbed by the govern- 
ment. 

This condition would suggest the thought that the tax 
methods of the country are guided by the abiUty of the au- 
thorities to collect rather than by the ability of the taxpayers 
to pay. The cause for this tendency must be sought in a lack 
of confidence that the tax laws are uniformly applied as well 
as in the knowledge that evasions are numerous and common, 
and that the administrative factors are unable to effectually 
cover loopholes in the law or to circumvent evasions. 

This by no means implies an inherent dishonesty in the 
average citizen. The American believes in fair play, and is 
willing to perform his part where fair play is the established 
order of the day. But where his confidence is shaken, he 
meets kind with kind, unfairness with unfairness. If frankness 
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with the authorities as to his actual worth means an injustice 
to himself, he will protect himself by silence and evasion. 

The successful administration of a tax department must, in 
the final analysis, rest upon the integrity, tact, skill and judg- 
ment of the individual assessor and the administrative policy 
which guides him. He must be honest, fearless and com- 
petent. A failure in any one of these essentials will weaken 
his labors to a material degree. 

While conditions may arise in the commercial and industrial 
world which require new laws or the amendment of old ones, 
the supreme effort must be directed towards strengthening the 
administrative factors. Upon these must rest the efficiency of 
the prevailing tax system. Students and statesmen may in 
the future evolve a new system, more simple, more direct and 
one in which the scales of justice are finely balanced, but we 
labor under a given system which we cannot shed in a day, 
and must strive to secure perfection. Here we know that high 
character and abiUty must be drawn into service, and if abso- 
lute equity and justice is to be achieved, we must seek it in 
men as well as in methods. 
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TAXATION OF MERCANTILE AND MANUFAC- 
TURING CORPORATIONS 

By William H. Corbin 
State Tax Commissioner, Hartford Coim. 

On the theory that just taxation "requires that the public 
burdens should be shared by all in proportion to their ability, 
and that all of the wealth should assist in the support of the 
State," and because "there is an element in the value of corpo- 
rate property which is over and above the value of the tangible 
and physical property," it seems proper to consider the taxa- 
tion of mercantile and manufacturing corporations. 

The theory in many States is that such corporations are taxed 
locally, in the same manner as an individual, on their real estate, 
tangible and intangible personal property, including material 
and goods on hand, and amount invested in business, at their 
actual valuations, as determined by the assessors of the towns 
where the property or principal place of business of the corpora- 
tion is located, and the stockholders of such corporations are 
exempt from taxation for their stock therein. 

Practice 

In the actual application of the law, however, such a method 
results in a decidedly unequal taxation of property of such 
corporations throughout the country. This comes from the 
fact that the basis of valuation is lower than that of other 
similar property, and varies from a possible 15 per cent of 
fair value to an alleged 100 per cent. In addition, the practice 
of including material, average amount of goods on hand, and 
amoimt invested in the business, differs with the custom and 
disposition of the assessors of the different locaUties. 

This practice of undervaluation, in general contrary to the 
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statutes, has prevailed for many years, brought about appar- 
ently by a desire to encourage the development of the business 
of such corporations. 

Thus from the information available, it seems to be true that 
such corporations are not taxed even on their tangible prop- 
erty so nearly in accordance with their actual holdings, or 
with the proper basis of valuation as defined in the statutes, 
as are individuals engaged in similar business, farmers, and the 
smaller property holders. In addition, the actual burden of 
paying the annual tax is much more keenly felt, and in most 
cases accomplished with greater sacrifice by the latter two 
classes of taxpayers than by any others. 

Unequal Burden 

Nearly all of the property of the farmer is in evidence, and 
any increase in the value of such property is likely to be shown 
in the proportionate increase in his assessed valuation. The 
taxes, therefore, of the farmer increase with the amount and 
value of his tangible property. This increase in the prosperity 
and success of corporations, however, is reflected in the increase 
in the value of the shares of their capital stock. 

Such share value, which represents in fractional certificates 
the property of the corporation, together with added increment 
which successful management brings to it, is held to be just 
as taxable as farming property, which has grown more valuable 
by thrift and wise management. Such a principle has long 
been recognized in Connecticut as being fair and practiced 
by the taxation of the market value of the shares of the capital 
stock of railroads, banks, trust and insurance companies with 
a deduction of property taxed locally. 

In many States, therefore, under the present system, this 
fair market value of the capital stock of mercantile and manu- 
facturing corporations in excess of the local assessed value of 
their property now escapes taxation. 

It is self-evident, however, that the exemption from taxation 
of the property of any individuals or corporations who are 
able to pay, makes it necessary for all others in the taxing 
unit to pay a larger tax on accoimt of such exemption. 
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So long, therefore, as the physical property of such corporar 
tions is taxed so unequally as compared with other property 
in the community, with an absolute exemption of that large 
amount of what is held to be taxable property, represented by 
the excess value of the capital stock and bonded indebtedness 
over the assessed valuation of the property, so long will the 
taxation burden rest unequally and individual property holders 
pay more than their proper share of the amount raised by 
taxation. 

Capital Stock 

While recognizing fully the important part which such cor- 
porations bear in the prosperity of the State, but with a desire 
to equalize so far as is possible the burden of taxation on those 
who are able to pay, it is a serious question whether the custom 
which obtains in many of the States of the Union of levying 
an annual tax, based on the dividends paid, or on the fair value 
of the shares of the capital stock of mercantile and manu- 
facturing corporations should not generally be adopted, such 
tax to be paid to the State. 

As has been said, "The capital stock is merely the symbol 
of the corporate property and assets which alone give it sub- 
stance and value. Strictly speaking, the capital stock is not 
so much a subject of tax as a measure of value. The tax is 
levied on the corporate property, but the capital stock is re- 
garded as the business photograph of the corporate possessions 
and possibiUties, and is adopted as a convenient criterion of 
the value of the total corporate assets." 

The identity of the capital stock and the shares of stock for 
the purpose of taxation has not only been affirmed by numerous 
judicial decisions, but it has been recognized in most of the 
States by statutes which provide that when the capital stock 
or corporate property is assessed to the corporation, the shares 
in the hands of the individual stockholders shall be exempt. 

Court Opinions 

Justice Brewer, m 166 United States, p. 218, says: 

"But this contention practically ignores the existence of in- 
tangible property, or at least denies its liability for taxation. In 
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the complex civilization of to-day, a large portion of the wealth 
of the community consists in intangible property, and there 
is nothing in the nature of things, or in the limitations of the 
Federal Constitution which restrains a State from taxing at 
its real value such intangible property. ... It matters not 
in what this intangible property consists, whether privileges, 
corporate franchises, contracts or obligations. It is enough 
that it is property, which, though intangible, exists, which has 
value, produces income and passes current in the markets of 
the world. To ignore this intangible property, or to hold that 
it is not subject to taxation at its accepted value, is to eliminate 
from the reach of the taxing power a large portion of the wealth 
of the country. Now, whenever separate articles of tangible 
property are joined together, not simply by a unity of owner- 
ship, but in a unity of use, there is not infrequently developed 
a property, intangible though it may be, which in value exceeds 
the aggregate of the value of the separate pieces of tangible 
property. Upon what theory of substantial right can it be 
adjudged that the value of this intangible property must be 
excluded from the tax lists and only placed thereon by the 
separate pieces of tangible property? . . . 

"Now it is a cardinal rule that should never be forgotten 
that whatever property is worth for the purpose of income and 
sale, it is also worth for the purpose of taxation. . . . Sub- 
stance of right demands that whatever be the real value of any 
property, that value may be accepted by the State for the pur- 
pose of taxation, and this ought not to be evaded by any mere 
confusion of words. . . . The value which property bears 
in the market, the amount for which its stock can be bought 
and sold, is the real value. Business men do not pay cash for 
property in moonshine or dreamland. They can buy and pay 
for that which is of value in its power to produce income or 
for purposes of sale.'* 



Indebtedness Valub 

The theory that the capital stock represents the total cor- 
porate property and assets is economically sound if the cor- 
poration has no bonded debt. But if the corporation has a 
bonded debt, the corporate property is security for the out- 
standing bonds, and the share value represents only the equity 
in the property subject to the lien of the bonded debt. The 
corporate bonds, therefore, represent a portion, and often the 
most considerable portion, of the corporate assets, and mani- 
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festly should be made liable to taxation either by taxing the 
individual bondholders, or by taxing the corporation on the 
value of its bonds in addition to its shares of capital stock. 
Such a method is now in actual use in Connecticut in the taxa- 
tion of railroad companies on the market value of their capital 
stock and the funded and floating indebtedness. 

The value, therefore, of the shares of the capital stock, plus 
the indebtedness, represents the fair value of the property, 
tangible and intangible, of every solvent corporation. 

Ck)BPOBATB Excess 

When a corporation is taxed on its property in the same 
manner as individuals, the aggregate value of the various 
assessment schedules may fall far below the value of the entire 
business plant or enterprise of such corporation considered as 
a unit, and measured by the aggregate value of its bonds and 
shares of stock. On the theory that every element or factor 
which gives to a corporation a value for income or sale should 
be considered in fixing the taxable value, this imassessed re- 
siduum may be reached by a tax which is generally termed the 
tax on "corporate excess." 

The difference, therefore, between the market value of the 
shares of the corporation plus its bonded indebtedness and 
the value of its real and personal property is usually referred 
to as its "corporate excess." 

"The constituent factors of the 'corporate excess' are the 
good will of the enterprise, its administrative efficiency, its 
potentiality of future success, the advantage of corporate or- 
ganization, and other intangible elements hard to analyze and 
classify. Instead of attempting to define it and to classify 
it directly, the taxing authority is content to reach its value by 
deducting the valuation of the property specifically taxed from 
the total value of the capital stock and bonds, and to tax the 
residuum somewhat vaguely as 'corporate excess.'" 

The most approved method seems to be a tax of a small 
percentage of the fair market value of the shares of the capital 
stock and bonds of such corporations as are not otherwise 
taxed, on the amount remaining after deducting from such 
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total valuation the assessed value of their real and personal 
estate as determined by local assessors, together with a proper 
deduction for the value of the property outside of the juris- 
diction of the State. 

Of course where the property of the corporation otherwise 
taxed equals or exceeds the aggregate value of the shares of 
stock; there is no excess remaining for taxation. 

Other States 

The capital stock of mercantile and manufacturing corpora- 
tions was taxed in one form or another in 1903 in the following 
States and Territories: Alabama, California, Colorado, District 
of Columbia, Illinois, Indiana, Kansas, Louisiana, Massa- 
chusetts, Maryland, Minnesota, Mississippi, Nebraska, North 
Carolina, North Dakota, Ohio," Oregon, South Dakota, Ten- 
nessee, Texas, Vermont and Virginia. 

Massachusetts 

Massachusetts imposes an annual franchise tax on the 
''corporate excess" of corporations in lieu of all taxes. State 
and local, except upon real estate and machinery, or upon all 
those elements in the wealth of corporations which cannot be 
reached by comparative ease and certainty by the local assessors, 
at the average tax rate of the State, which last year was $1.70 
per $100. 

In spite of the stringent Massachusetts regulations relative 
to the organization, powers and liability of corporations in 
Massachusetts, a much larger number of active corporations 
are in existence in Massachusetts in proportion to the popula- 
tion than in many other States without such provisions. 

In addition, a larger proportionate number of new corporations 
are yearly organized or chartered there, many of which, of course, 
will be subject to the statutory provisions relative to taxation. 

For the year ended November 30, 1908, the State of Massa- 
chusetts assessed the corporate excess value of mercantile and 
manufacturing corporations to an amount of about $145,000,000, 
and laid a tax thereon at the average town rate throughout the 
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State of $1.70 per $100, which yielded $2,466,000. In spite of 
these obligations, as reported by the census of manufacturers, 
Massachusetts stands fourth in the Union in capital employed 
in manufacturing, namely $965,948,887. 

The only serious complaint with the Massachusetts system 
by the citizens is that all intangible property, including shares 
of stock of foreign corporations, is taxed at full value at the 
general property rate, which averages $1.70 per $100, all of 
which is on a very much more liberal basis in many States. 

Diligent inquiry has not shown that it has been the experience 
of these States that such taxing methods have burdened or 
hampered the normal activities or development of their mer- 
cantile and manufacturing corporations. Neither has it les- 
sened the organization of new companies under much more 
stringent provisions than prevail elsewhere, and the payment 
of the annual tax is treated in the same manner as any fixed 
charge of their general expense account. 

Federal Corporation Tax 

The attention of the entire country has been drawn to the 
taxation of corporations by the United States government in 
imposing a 1 per cent tax on their net receipts. In view of the 
widespread attitude against such taxation of corporations, it 
is remarkable that the right and fairness of such action has been 
so universally conceded. The general advantages of the method 
imposed are its elasticity, freedom from any burdening effect 
upon the small or struggling corporation, and the fact that it is 
based absolutely on the ability to pay, as determined by the 
profits. In addition, it is universal in its application, thus 
placing every corporation on the same basis. 

As a State oflScial I am of the opinion, however, that the 
taxation of mercantile and manufacturing corporations should 
be reserved primarily for the several States, because of the fact 
that all powers and protection come from such States, and in 
view of the very small tax imposed by the federal government, 
it would certainly be no hardship if each State imposed a reason- 
able tax, in addition, for its own use. 

The exemption of individuals and partnerships from the 
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application of the national government tax law appears to 
be an inequality. The imposition of a personal income tax, 
collected so far as is possible from the sources of income, with 
the exemption of all income derived from corporate holdings 
on which the tax had been paid, would supplement the national 
corporation tax, would avoid double taxation, and would reach, 
if practically enforced, proper subjects of taxation which escape 
under the present system. 

Practical Appucation 

No modem financial system of any State can meet the great 
present-day demands for roads, schools, and charitable institu- 
tions unless the corporations bear their share of the public 
burden. 

Inequality is the prime evil of all taxation, whether it be local. 
State or national. Inequality in the basis and rate of taxation 
between similar taxing units is the cause, and rightly so, of 
great injustice. Any system or method which will produce an 
equal incidence of the public burden will go far to overcome the 
dissatisfaction which is attendant upon taxation. 

The usual basis is the ad valorem theory, i.e., according to 
value. If assessors were omniscient, this might be administered 
absolutely equitably, but, considering the human element, the 
application is much more just than many will admit. It is 
probably as nearly just in its administration as any other 
system would be, including the income tax, unless iJl taxes 
could be placed at the source of income instead of on the re- 
cipients of the same. 

Taxes must be paid by some one, and if the consumer of the 
products of a manufacturing corporation pays the taxes, so does 
also the consumer of the products of the farm. 

There should be an avoidance, so far as possible, of double 
taxation, and the State statutes should provide for the exemption 
of property from taxation when it can be shown to have been 
taxed in another State, as provided in the statutes of Connecticut. 

The single tax and the income tax theories are ideal in their 
conception, but as adapted to present-day business methods 
seem to be ahnost impossible of practical application. If, 
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however, the two coidd be combined; and the sources from 
which all income whatever is derived could be taxed under 
federal or interstate laws, which would assure equality, then 
the burden would be properly distributed, and the individual 
would be relieved from the annoyance and possible injustice 
which attends the application of the system of the general 
property tax as in use in most of the States. 

Until the premillennium period arrives, however, it will be 
necessary to continue the process of taxation along our more or 
less imperfect lines, with continual efforts toward improvement 
in method and administration. With due regard for the needs 
of the local and State governments, and considering the difficulty 
of ascertaining the market value of the shares of the capital 
stock of many close corporations in determining the corporate 
excess value, the practical method of taxing mercantile and 
manufacturing corporations seems to me to be the imposition 
of a tax payable to the State, either directly or under federal 
supervision, on the par value of the capital stock at a minimum 
rate, increasing with net income. The tangible property of 
such corporations shoidd be assessed and taxed in the local 
unit where situated, and such taxes should be deducted from 
the amount paid to the State, so that the basis may be uniform, 
and all corporations enabled to do business under the same 
competitive conditions of taxation. 

With the reservation of such corporation taxes to the several 
States and a uniform method of taxation for all doing an inter- 
state business, there would be an equal and fair distribution 
of the public burden on the different corporations, a reasonable 
and desirable increase in State revenue, and a great relief to 
the smaller individual taxpayer. 
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UNIFORM LISTING OF REAL ESTATE 

By L. G. Powebs 
Chief Statistician^ Bureau of the Census^ Washington, D.C. 

Many economic writers and students of public finance have 
in the past fifty years called attention to the imperfections of 
existing systems of obtaining public revenue, and the desir- 
abiUty of finding, if possible, some substitute for the general 
property tax. As a result of the discussion inaugurated by 
these writers and students, many minor changes have been 
made during the period mentioned in the methods adopted for 
obtaining State and local revenue; and yet to-day, as at the 
middle of the last century, local governments and most State 
governments in the United States and the Dominion of Canada 
rely principally upon the general property tax for their revenue. 
Further, if the experience of the past is to be accepted as a 
basis for forming an opinion concerning the future, it can be 
said with almost the certainty of precision that the govern- 
ments referred to will at the close of the next half century, as 
now, derive the greater portion of their revenue from the general 
property tax. 

Under such circumstances the practical man, striving to im- 
prove the administration of public business, will give his atten- 
tion primarily to a consideration of methods of freeing the 
assessment and collection of that tax from the inequalities 
which now accompany them. Those inequalities are numer- 
ous and grave. Many townships can be found in the country 
in which a farm with a selling value of $5000 is subject to the 
same tax as a second farm in another part of the township 
with a selling value of $10,000; and the townships are legion 
in number in which farm property is assessed at a different 
portion of its value from that assigned to forest land, and the 
Y 321 
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property used for residential, mamifacturing and other pur- 
poses. 

As we pass from a small administrative division of the town- 
ship or precinct to the larger civil division of the county, 
inequalities such as these mentioned increase, and the imperfec- 
tions of the taxmg system become greater. The most glaring 
inequalities arise, however, only when the general property 
tax is used for securing a State revenue in a large common- 
wealth with lands varying greatly in character and in selling 
value, and including the property of populous cities as well as 
that of people dwelling in the wilderness. 

Before these inequalities can be removed and an ideal per- 
fection attained in methods of obtaining public revenue, tax 
laws must be modified in many particulars, and their adminis- 
tration improved in many ways. The speaker wishes to call 
your attention to one improvement that should be made in the 
administration of the general property tax — the improvement 
that can be secured by the appUcation of the analytical and 
statistical methods in the Usting of real property for taxation 
and in published reports of the assessment of realty. 
- The need of better methods in this field is evidenced by 
the fact that for forty years at least 75 per cent of the general 
property tax of the United States has been levied and col- 
lected upon realty, and that in all probability the future will 
see that percentage increased rather than diminished. With 
realty thus bearing the largest share of the burdens of public 
taxation, its proper listing and reporting for purposes of taxa- 
tion should properly secure greater consideration than is given 
to the corresponding listing of personalty; but such is nowhere 
the case, as may be witnessed by the following among many 
similar facts: 

In its public summary of property listed for taxation. New 
Hampshire presents a summary of personal property xmder 
twenty-one different heads, but includes realty under the two 
titles (a) "Mills, factories and machinery,'* and (6) "Improved 
and unimproved lands and buildings." The State exhibit of 
the value of lands and buildings is unaccompanied by any 
statement of the acreage of farms or other lands, or of the 
number of town or city lots, or the value of improvements 
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upon the several classes of realty. Judging by this publication, 
a casual student of the subject, unfamiliar with the history of 
recent controversies in the Granite State, might reasonably 
conclude that the commonwealth was more likely to be torn 
with bitter discussion concerning the taxation of sheep and 
goats, of wagons and] automobiles, and of dogs and baby go- 
carts than over the relative taxation of railroads and of the 
lands of the farmers and lumbermen. Those who are familiar 
with the issues dividing State parties, and the mooted ques- 
tions about taxation discussed in farmers' gatherings of New 
Hampshire or around the tables of railroad directors, know, 
however, that such a conclusion would be faulty. The ap- 
parent greater importance assigned to personalty by the pub- 
lished list marks the absence of any intelligent system of 
appraising the value and equalizing the assessment of realty for 
taxation rather than any recognition of the greater importance 
of a just taxation of pigs and goats and jewelry and personal 
adornments than of farm lands, forests and railroads. 

New Hampshire is not, however, a sinner above all other 
States in giving greater consideration to the listing of personal 
property than to the preparation of intelligent and illuminating 
exhibits of the various classes of realty. Most of oiu* States, 
in enacting laws and prescribing regulations for the assessment 
of the general property tax, direct the preparation and publica- 
tion of lists showing, under a large number of heads or titles, 
the number and value of the various classes of live stock, and 
the quantity and value of other personal property. Such 
detailed listing of personal property, and its summarizing in 
State totals, does tend to secure equaUty of assessment of the 
various classes of tangible personal property, and is the appli- 
cation of the anal3rtical and statistical method in the adminis- 
tration of the general property tax to one class of property; 
but the principles underlying this listing are as applicable to 
real estate with its 75 per cent of property values as to per- 
sonalty with its 25 per cent of such values. 

It seems strange, therefore, that in so many of oiu* States 
there is no legal provision for the preparation and publication 
of classified and detailed lists of real property. One result of 
this absence of the provision specified is that neither the edu- 
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catednor the uneducated can take the State or local report 
of assessed valuation and reach an intelligent conclusion con- 
cerning the relative assessment and taxation of any two classes 
of real property, such as farms and property devoted to other 
purposes. One class of property may be greatly favored, and 
there is nothing in the assessment roll or published report that 
can be considered as conclusive proof of such favoritism, or to 
show to a given individual whether or not he or his neighbor 
is being excessively taxed. 

The situation thus created can, and often does, give rise to 
many unsettled questions concerning the administration of 
State and local governments. Thus, in one of oiu* States in 
which railroads are assessed separately from other property, 
but all real property is assessed xmder one or two heads or 
titles, there has long been a semi-political controversy as to the 
relative burden borne by the railroads and other industries. 
It is a State in which there are large areas of land covered 
with primeval forests used only for cutting logs, wood pulp 
and other forest products. Some of the most intelligent people 
claim that the railroads are paying relatively only one-third 
as much tax as the farmers and lumbermen; and, on the other 
hand, the railroads claim that they are paying as heavy a tax, 
if not heavier, than the farmer, and that their biu'den of taxa- 
tion is much greater relatively than that of the lumberman. 
An analysis of the published reports of the State, and com- 
parisons of the data of such reports, with reliable information 
obtainable from other soiu'ces, alike fail to be conclusive as to 
the contention of any of the parties to this controversy. 

So long as this condition prevails, the State referred to will 
afford the dishonest firm or corporation a ready means for 
evading just taxation, and will find that the subject of taxa- 
tion and the administration of public service corporations are 
used by demagogues for the purpose of stirring up strife and 
agitation, without advancing the interests of any class of the 
people or any industry in the community. All industries will 
continue to be more or less disturbed and subjected to unjust 
burdens, suspicion and annoyance. The same situation, with 
minor variations, exists in every State where the published 
lists of the tax gatherer provide no more information covering 
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the real property taxed. This condition of affairs ought not 
to exist. Taxation should be lifted as much as possible out of 
the domain of party poUtics and placed on the broad basis of a 
statesmanship guided by exact knowledge. 

But knowledge cannot be made an aid to statesmanship in 
the task of securing public revenue; neither can the subject 
of taxation be lifted out of the hands of the demagogue and 
shyster poUtician unless, or imtil, there is such a listing of real 
property as will show at a glance the relative quantities and 
location of all classes of realty and the appraisal put upon the 
same. Good farm land should not be confoxmded in any such 
statement with land covered with rocks and having no value; 
neither shoidd it be placed in the same class with forest or 
mineral or quarry land that can readily be sold in the markets 
of the world for larger amounts per acre than the best farm 
land. One farmer, having much waste land on his farm, and 
with the greater portion of it unimproved, shoidd not have his 
holdings listed under the same heads and given the same 
valuation as another with a farm, all of the lands on which 
are fertile and under a high degree of cultivation, and enhanced 
in value by reason of extensive and valuable improvements. 

The general principles underlying the foregoing statement 
have been recognized by quite a number of States. One of the 
first, if not the first, instances of such recognition is found in the 
statutory provision of some of our States which requires farm 
and other acre property to be classified as "improved" and 
"unimproved." This classification of farm land was used by 
the United States Census as early as 1850, and it has been em- 
ployed by that office at each decennial census since that time. 
Reports of land areas and land values, based upon this classifica- 
tion, do not, however, provide sufficient information about farm 
land to show its economic relations, or to form an intelligent 
judgment concerning the correctness of its valuations for pur- 
poses of taxation. 

' To provide the information required for the first of the pur- 
poses specified, the Census has extended its inquiries concerning 
farm land, and for the thirteenth enumeration in 1910 will ask 
for the acreage of unimproved land under the heads of (a) land 
heavily timbered; (6) land covered primarily with pasture 
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grasses, but containing more or less scattered timber; and 
(c) other unimproved land. Such a classification, being ac- 
companied with a report showing the area of land devoted to 
raising crops, used for orchard, pasture and other purposes, 
is fairly well adapted for disclosing the relation of land areas 
to the uses and purposes of agriculture. 

It is not sufficient, however, to become the basis for an intelli- 
gent and comprehensive scheme for appraising the value of 
realty for purposes of taxation. Before such a scheme is intro- 
duced, and before taxation of realty, the chief property subject 
to the general property tax, is lifted out of the sphere of arbitrary 
and ofttimes inequitable appraisal, land, or acre property, 
shoidd be classified under categories that will mean the same 
thing in all portions of such a taxing district as the State or 
Province. 

To begin with, the State, on the basis of existing surveys, or 
on that of a new survey, if the older ones do not provide sufficient 
data therefor, should prepare a carefid cadaster of all real estate, 
and that cadaster should, for areas outside the cities and towns, 
show the acres of existing lands that are at the present time 
(1) under cultivation or being used for meadows; (2) that are 
not under cultivation, but capable of being plowed; (3) that are 
covered with a heavy growth of timber; or (4) with orchards; 
and (5) acres that are properly classed as waste land because 
incapable of cultivation or of growing timber. The classified 
list of acres should also show (6) the number of acres of mineral 
land; (7) of quarry land; and (8) land that is valuable by rea- 
son of oil, gas or other deposits. In addition, the cadaster re- 
ferred to should show the number of city and town lots subject 
to taxation. 

A cadaster of farm or town realty such as is described above 
is not, however, a complete one for purposes of taxation. It 
should separately exhibit the value of land xmder the heads 
specified, and should furthermore catalogue and appraise the 
value of the improvements apart from the value of the land. 

Such separate appraisals of land values and values of improve- 
ments are at the present time made in a number of States. The 
charter of the City of New York directs that the appraised 
valuation of realty be made under two heads and recorded in 
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two separate columns; in the first of which is to be set down the 
sum for which the land would sell under ordinary circumstances, 
if wholly unimproved, and in the second, the sum for which it 
would sell imder ordinary circumstances with the improve- 
ments, if any, thereon. This provision of the New York City 
charter is embodied in the legislation of but few, if any, other 
cities. The States that have any allied statutory provision 
require, as a rule, that the value of the land and its improve- 
ments be separately listed. 

' In large and growing cities and villages, the listing of real 
property imder the two heads of "Value of land" and "Value 
of improvements" is a most desirable method, provided the 
buildings and other improvements are new or in a good state of 
repair, and well adapted for the uses to which they are applied 
or can be applied. In farming sections where land is increas- 
ing in value, and buildings and improvements meet all the re- 
quirements of successful husbandry, the same statement can be 
applied to the method of listing referred to. The statement 
cannot, however, be truthfully made concerning the application 
of the same method of listing to the following classes of property: 

(1) Property in a growing city, the buildings upon which are not 
well adapted to the use to which they are or can be applied; 

(2) farm property in sections where realty is decreasing 
in value; (3) farm property with buildings and improvements 
which do not promote successful agriculture; and (4) prop- 
erty in any community not suited to the purposes for which 
it is or can be applied. In all of the cases last mentioned, the 
buildings and other improvements, though costing large 
amoimts of money, cannot be considered by their owners 
as adding as much to the selling value of the land upon 
which they are located as it would cost to replace them in as 
good a condition as the existing one. 

The rule of listing real property values in New York City is, 
therefore, best adapted for securing, under a wise and impartial 
assessor, an equitable assessment, and thus a just apportionment 
of the costs of maintaining the government upon property such 
as the four classes last mentioned. In a large city or town hav- 
ing real property, such as that first described, as well as the 
four classes last referred to, an intelligent and successful assessor 
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will, in the practical preparation of tax rolls, combine the two 
methods of appraising property value, and it matters but little 
whether he is operating under laws such as those of New York 
City or the States last referred to. In assessing property such 
as that first described, he will add the cost of new buildings to 
the appraised value of the land without improvement to find 
the sum at which the assessed land would sell with its improve- 
ments; and in assessing the other classes of realty he will in 
practice secure the appraised value of the improvements by 
subtracting the value of the land from what he deems the selling 
value of the same with its improvements thereon. 

The listing of land values by either of the two methods can, 
by the devices above described, be made a factor greatly assisting 
the intelligent, wide-awake and just assessor or tax commission 
in approximating to an equitable apportionment of the burdens 
of taxation, as is evidenced by the results secured in New York 
City by the commission of which the Hon. Lawson Purdy is 
chairman. 

A listing of realty which separates the values of land from 
that of improvements, if unassociated with the classification of 
the land areas such as that to which I have aheady called atten- 
tion, is far less valuable as a guide to the assessors and members 
of equalization boards than a classification of land areas such as 
described, with no separate hsting of land values and values of 
improvements. To be of the greatest assistance, the classifica- 
cation of land and acre property, according to the character of 
the land, must be associated with a separate assessment of the 
values of land and of improvements. When we have a classified 
listing of acre property that segregates areas and values accord- 
ing to the character of the land, and separately sets forth the 
values of the improvements on every class of land, we shall have 
the application of the analytical and statistical method to the 
taxation of realty. We shall have as intelligent and as lucid a 
statement of acre property subject to taxation as some of our 
States now provide their citizens with reference to personal 
property subject to the tax. 

When such a listing is made, the farmers and other classes of cit- 
izens will have the data for determining approximately whether 
they are being taxed more than other classes; and the people en- 
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gaged in productive industries will know whether they are bear- 
ing burdens which should be shared but are not borne to an 
equal degree by the speculator. At the same time the question 
of taxation will be lifted in large measure from the domain of 
controversy, and the cheap poUtician will find it more difficult 
than now to ride into office by enlisting one portion of the com- 
munity in support of his efforts when stirring up strife and 
bitter feeUngs against another portion of the community, as is 
so frequently done at the present time. 

The general principles above set forth in detail concerning 
the listing of acre property subject to taxation, and the prepara- 
tion of analytical and statistical exhibits of the value of lands 
and improvements, can be applied to the published exhibits of 
town and city property included in State reports in common- 
wealths making large use of the general property tax for securing 
State revenues. In such statistical exhibits the values of lands 
and of their improvements should be separately shown, and a 
classification of lots and blocks given that will disclose the area 
of such land assessed at specified amounts per one hundred 
square feet. Such exhibits, when considered in connection 
with the population of cities and towns, will throw much light 
upon the relative assessment of the various classes of realty 
within corporate Umits. 

In presenting this last suggestion of a classification of town 
and city realty values for taxation purposes, I do not wish to 
be imderstood as offering it as a perfected scheme, but only as 
the basis for the discussion of the proper way of applying the 
analytical and statistical method to the preparation of exhibits 
of realty areas and values in our cities and towns. 

In discussing the Usting of real property for purposes of taxa- 
tion, I have largely confined my remarks to the presentation of 
the general principles that must be applied to the same if the 
statistical method is employed for securing a more equitable 
distribution of the burden of the ever increasing costs of govern- 
ment. Permit me, before I bring my remarks to a close, to call 
your attention to the titles, or heads, under which the officials 
of some of our coimties and States list realty in their summa- 
ries of real property. I first call your attention to the summary 
of the tax Usts prepared by county boards of supervisors in 
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New York. I call your attention to that list, since it reflects 
a faint and imperfect apprehension of the desirability of a 
separation of realty values into classes as above described. 
Those lists give for each township the number of acres of land 
assessed as acres, and then exhibit the assessed value of all real 
property. They do not show for any civil division the assessed 
value of the land whose acreage is given, and so the summary 
mentioned affords no test of the relative valuation for tax pur- 
poses of the land in the several towns, excepting in the case of 
those which have absolutely no city or village realty within 
their borders. 

A somewhat higher form of classified exhibits of real property 
is prepared in such States as Missouri, which summarize in 
published reports the appraised value of realty under the two 
heads of '' Land in acres " and '' Town lots ''; and, in the case of 
the land, state for each civil division the number of acres as- 
sessed, and imder ** Town lots ** state the number of parcels of 
land whose values are given. Such a classification provides 
the data for determining the relative burden of taxation upon 
acre property in two civil divisions in which the quality of land 
and its distance from market are approximately the same, 
and in these divisions the average value of land per acre as 
assessed becomes a factor assisting the honest and intelligent 
assessor in correcting his assessment and making it harmonize 
in an equitable way with the assessment of all other civil 
divisions. The laws of Illinois provide for a more complete 
listing of realty, and the pubUshed reports of the State auditor 
present exhibits relating to the assessment of real property 
imder six heads: three for land or acre property, and three for 
town and city lots. The land or acre property is first given 
imder the titles "Improved land" and " Unimproved land," 
and then a summary of all land is given under the title "Total 
lands." The acreage o£ each class of land is given for all coim- 
ties. In like manner the value of city and town lots is given 
under the titles " Improved town and city lots," " Unimproved 
town and city lots" and ''Total town and city lots." In all 
cases the report states the number of lots assessed in each county 
and the assessed value per lot. 

The report of the Ohio State Board of Equalization exhibits 
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for each township the total acreage, the value of land apart from 
buildmgs, the value of buildings, value of land and buildings, 
value of city and village lots and land, value of buildings upon 
city and town lots, the total value of lots and buildings, and total 
value of all real property. 

For purposes of assessment, Colorado classifies acre property 
into that designated agricultural land, grazing land, coal land, 
oil land and other mineral land; and for each of these classes 
the assessors prepare statements of acreage and values. The 
assessors also separately assess the value of improvements on 
land, and give the number and value of city and town lots and 
the value of improvements thereupon. 

Pennsylvania has a system of listing acre property that differs 
but Uttle from that of New York, and yet has a hint of a method 
of using facts as a basis of assessing property for purposes of 
taxation on a more equitable basis. The Secretary of Internal 
Affairs for that State reports for each coimty the number of acres 
of cleared land and the number of acres of timber land. He 
does not separately show the value of either class of such land; 
but instead includes such values with that of town, city and 
mining property under the single head, *' Value of all real estate." 
If Pennsylvania officials would differentiate the value of cleared 
acres from that of timbered acres, and further differentiate the 
value of both classes of acres from that of city lots and mining 
property, progress would be made for that commonwealth as 
compared with New York, and a broader basis secured for the 
just appUcation of the general property tax. 

Minnesota assesses the value of acre property, or land ex- 
clusive of town and city lots, under the heads of " Value of land," 
"Value of improvements exclusive of structures," ''Value of 
structures," and ''Total value." The acreage of lands is given, 
but no acreage of lands distinguished as agricultural, timber, 
mining, improved and unimproved. The same State assesses 
its town and city lots, giving the value of the land, value of build- 
ings, value of other improvements and total value. The State 
auditor does not, however, separately report the number of city 
and town lots. 

In bringing this address to a close, I desire to express my 
regret that the great pressure of work incidental to preparation 
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for the Thirteenth Census has prevented me from giving the 
subject the attention which it deserves. If any one listening 
to my remarks has been given the impression that I am advocat- 
ing the adoption of new and untried devices in the field of taxa- 
tion, I will answer, I am merely urging the application to taxation 
of the analytical and statistical methods which the business 
world has utilized in so many fields, and upon which it is relying 
in an ever increasing measure as a guide for business adminis- 
tration. Correct analysis lies at the basis of all modem business 
success; and statistics based upon such analysis are playing 
an ever increasing part in guaranteeing such success. 

In pleading for the use of a classified listing of real estate under 
heads that fully elucidate and set forth the character of land 
and the amount of land of each specific class or character, I am 
urging the extension into the field of taxation of the method that 
has everywhere demonstrated its ability to make facts eloquent 
for equity, and to use them as a guide for the business man, 
the legislator and the statesman. 
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By Thobias. A. Parish 
State Tax'Commissioner, Seattle, Wash. 

The field of taxation presents no more prolific or important 
subject for consideration than the assessor, and the many 
problems of assessment constantly confronting him in the 
discharge of his official duties; the very magnitude of the theme 
compels me to Umit this article principally to personal expe- 
riences and incidents attending my administration as Assessor 
of King County, State of Washington, and lessons taught 
therefrom. 

Unfortimately for the taxpayers of that State, the old general 
property tax system has prevailed for many years, surrounded 
by antiquated constitutional limitations which have restrained 
its legislature from enacting any legislation designed to remedy 
its many evils. Under this system all real and personal prop- 
erty in the State, except that expressly exempted under the 
constitution, is subject to assessment and taxation upon 
equalized valuations thereof, fixed with reference to the first 
day of March at 12 o'clock meridian, at its true and fair value 
in money, which is by statute defined as "that value at which 
the property would be taken in payment of a just debt from 
a solvent debtor." 

This apparent statutory requirement of a full valuation of 
all property for assessment and taxation has, however, never 
been officially regarded as mandatory by assessing officers 
of the State and, prior to the creation of the State Tax Commis- 
sion in 1905 with directory authority over all county assessors, 
many of the assessors employed such percentages of value 
for assessment purposes as they deemed most advantageous 

833 
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to the interests of their respective counties; the same seldom 
agreeing in the various classes of property assessed, and often 
widely varying in dififerent communities of the same county. 

Immediately after my induction into office in January, 1907, 
I made a careful and systematic examination of the coimty's 
personal property tax rolls for several preceding years, and soon 
found evidence in abimdance of a most lamentable lack of 
uniformity in assessed values throughout the county. 

This examination also revealed the fact that the so-called 
minor taxpayer — the farmer, mechanic, small tradesman 
and average householder — had been persistently bearing an 
excessive portion of the burden of taxation, through com- 
paratively grossly inadequate assessments of the property of 
major taxpayers, unquestionably due in a large measure to 
the methods of assessment theretofore in vogue. 

The property of the former class, consisting of household 
furniture, horses, wagons, farming implements and other 
articles of common use, the fair market value of which is well 
known to the man of average intelligence, was constantly 
within the sphere of observation of the deputy, and its full 
assessable value easily determined, while that of the latter was 
of a complex and diversified character not subject to full in- 
spection, much of it being of an intangible and elusive nature, 
the value of which was susceptible to even approximate ascer- 
tainment only by experts. 

The correction of these flagrant inequalities required the ap- 
plication of but one remedy, a strict compUance with the law 
requiring the assessment of all taxable property at its true and 
fair value in money, or if upon a percentage of such value, the 
application of the same rate to all property. 

Personally I have always been of the opinion that the law 
directing a full valuation of all property for assessment and 
taxation is mandatory, and its non-observance as such, in this 
and other States where similar laws prevail, is the fruitful and 
efficient cause of that most vicious of all features of taxation, 
inequality of assessment. The State Tax Commission, however, 
in the year 1907, directed the assessment of all taxable property 
throughout the State upon the basis of 60 per cent of its 
market value, influenced by the belief that insistence upon an 
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assessment at its true value would be too radical a departure 
from the low valuations theretofore obtaining, ranging, as 
foimd by said board, from 15 to 60 per cent in different 
localities of the State. The first step in the direction of a to- 
be-hoped ultimate true valuation of all property resulted in 
an increase of 62 per cent over the preceding year in the aggre- 
gate taxable value of property throughout the State. 
The property foimd most imdervalued consisted of 

1. Timber and timber lands. 

2. Public service corporations. 

3. Large mercantile and manufacturing establishments. 

If a visitor to the State of Washington, in quest of informa- 
tion, should ask of any fairly well-posted resident as to the most 
valuable natural asset of the State, he would imquestionably 
and imhesitatingly be answered by the words, "Its timber 
lands," and yet no county in the State prior to the year 1907 
possessed a page of reliable records relative to the value of 
such lands. In the absence of all information capable of 
utilization for taxation purposes, former assessments had been 
based wholly upon conjecture and guesswork, and the guesses 
had invariably resulted favorably to the timber owners, fortified 
by their own cruises, with resultant injury to the general tax- 
payer. 

AsSESSBiENT OF TiMBEB LaND 

To determine the true value of timber and timber lands in 
King Coimty, in order that the same might be assessed and 
taxed upon an equitable basis with other property, an official 
timber cruise was inaugurated in 1907 and completed in 1908, 
in which some twenty expert cruisers, with capable assistants, 
were employed under the general direction and supervision of 
one of the ablest timber cruisers of the West. Every timbered 
section in the county was carefully cruised, and detailed reports 
made upon each separate ten-acre tract, showing not only the 
kind, nature, quantity and quality of all timber and its accessibil- 
ity for logging purposes, but the character and adaptability of the 
soil and the general topography of the county. These reports, 
as received from the field cruisers, were transcribed by office 
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draughtsmen in India ink, photographed upon linen, bound in 
separate volumes by townships, and now form part of the 
permanent records of the assessor's office, from which absolutely 
correct assessments may be made for all future time, after due 
allowance for recorded logging operations. 

The cost of said cruise was slightly less than $70,000, and it 
resulted in an increased valuation of the timber lands of the 
county of over $12,000,000, and in an additional revenue to the 
county therefrom, for the year 1907 alone, largely in excess of 
the expenditure for the entire cruise. 

Since the successful completion of the King County cruise, 
practically all other timber counties of the State have under- 
taken similar cruises with equally beneficial results, and a 
general geological survey under State supervision is now in 
progress for the purpose of definitely locating and valuing an- 
other great natural resource of the State, — its coal lands. 

It was proposed at the inception of the cruise of timber lands 
to extend the same to all coimty acreage, but the acreage cruise 
was temporarily postponed, owing to the urgent necessity for 
the concentration of all energies upon the former project. 
A cruise of these outlying lands is now being made by my 
successor in office, which, when completed, will furnish, in con- 
junction with the timber cruise, a complete office record of 
every physical feature pertaining to the proper valuation of all 
realty lying outside of the cities and within the boimdaries of 
the county. 

Public Service Corporations 

The assessment of public service corporations was brought 
to the proper standard of value by assessing the full value of 
the property of such corporations, as evidenced by the stock 
and bond, net earning basis and other methods commonly ap- 
plied in the determination of such values. In all instances the 
values as demonstrated by these tests appeared to be greatly in 
excess of those returned by the corporations as the full value 
of their corporate assets. Whether these amazingly large 
discrepancies were due to an undervaluation of the physical 
property returned or to the actual intrinsic value of their 
intangible property, while somewhat problematic, is yet wholly 
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immaterial, in view of the fact that the full values of the un- 
disclosed elements entering into the ascertained full value of 
corporate assets were assessed under the designation ''fran- 
chises and other personal property/' 

The franchise assessments of all public service corporations 
operating in King County were assessed for the year 1906 in 
the sum of $147,578. In 1907, the first year of my first term 
of office, they were increased to the sum of $7,728,984 and at 
the same time substantial increases were made in the assessed 
value of the physical property of such corporations, including 
an increase of 75 per cent in the valuation of the right-of-way 
of all steam railroads. Substantially the same measures of 
value were adopted during the years 1908 and 1909, and it 
can now truly be said that the public service corporations of 
King County are paying no more and no less than their just 
proportion of municipal, coimty and State taxation. 

Manufactubino and Mercantile Business 

The third class of property, found most inequitably assessed, 
as compared with general property, comprised manufacturing 
plants, and the stocks of goods and merchandise of the large 
wholesale and retail mercantile interests, and this class perhaps 
presented more interesting and delicate questions for solution 
than any other phase of taxation with which I have come in 
contact. Many of the great manufacturing estabUshments 
which have contributed so much to the upbuilding of the 
magnificent city of Seattle had been accustomed to assess- 
ments upon their plants upon a confessedly much lower per- 
centage of their true value than that applied to ordinary prop- 
erty, in apparent recognition of some vested right acquired 
by virtue of their conceded benefit to the city. The same 
consideration was asked imder my administration, particularly 
in behalf of one plant of international reputation whose prod- 
ucts were subject to the same broad competition. Other 
interests were equally insistent upon special concessions for 
alleged meritorious service, and while the claims presented in 
many instances would in my judgment have warranted from 
an authoritative body and from a purely business standpoint 
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an absolute exemption from taxation of much of the property 
affected, yet such exemption or partial exemption through 
an undervaluation of the property was not permissible imder 
existing laws, and the clear duty was imposed upon me of 
assessing such property equally and uniformly with all other 
property subject to taxation. 

An interesting case somewhat along this line was presented 
in 1908 in connection with the assessment of a large amount of 
canned sahnon then in storage in various warehouses of the 
city of Seattle. The salmon had been shipped from Alaska 
during the period from July, 1907, to November, 1907, and had 
been in storage continuously since the last-named date awaiting 
sale and shipment, until assessed in March, 1908. The unusual 
length of the detention was occasioned by the cancellation of 
selling orders, the inactivity of the salmon market and other 
causes attendant upon the financial panic then prevailing 
throughout the country. Seattle has long been a distributing 
point for the salmon packers of the North, and an exemption 
of this property from taxation was urged not only by the packers 
but by various business organizations of the city, both for " busi- 
ness reasons'' and upon the claim that the salmon were theoreti- 
cally *'in transit." I assessed the salmon, however, upon the 
principle that theory should yield to law; that the salmon were 
not in transit within the meaning of the law, nor entitled to 
different treatment than that accorded general taxable property. 

In the assessment of the stocks of goods and merchandise 
of the large mercantile houses, I attempted to secure correct 
results by employing deputies specially qualified by training 
and experience to appraise the respective classes of business 
to which they were assigned, but this experiment proved un- 
productive of adequate returns. For some inexplicable reason 
most merchants had acquired the habit, to which they clung 
most tenaciously, of returning valuations upon their stocks 
in the same amount at which they had been assessed the 
preceding year, notwithstanding the fact that their business 
had increased and their stocks multiplied over and over again 
in value since the original assessment. The taking of actual 
inventories by the deputies was wholly impracticable, owing 
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to the volume of property involved and the limited assessment 
period. After exhausting all other methods of arriving at the 
true value of such stocks, I insisted during the 1908 assessment 
that all merchants should submit to an examination of their 
books of record and accounts and their own inventories and 
that all assessments be taken therefrom. This action was at 
first unanimously and vigorously resisted by the merchants as 
too inquisitorial in its nature, but the justice of the demand 
and the necessity thereof, as evidenced by comparison of former 
assessments, was soon generally conceded, and the incontestable 
results of accountancy thereby substituted for the uncertainties 
attending an attempted appraisal of property not under direct 
observation. 

The assessments of the few who persisted in a refusal to 
exhibit their books were arbitrarily placed at a valuation suffi- 
ciently high to protect those consenting to a full disclosure, 
and all such assessments were sustained by the C!oimty Board 
of Equalization upon the failure of the assessed to prove sub- 
stantial injury by submission of their records to the full mem- 
bership of the board. 

Since the inauguration of this method of assessment, com- 
plaints of inequality of assessment amongst merchants have 
ceased, and the various business houses stand assessed in their 
proper ratio to one another and all other property, a result 
I believe incapable of accomplishment without the knowledge 
acquired through the records of the assessed. 

While perfect equality and uniformity in the assessment 
of property has universally been held unattainable, and is, as 
declared by so high an authority as the Supreme Coiui; of the 
United States "a baseless dream," I feel that in the recent 
assessment of these three classes of property a long stride has 
been taken towards that approximate uniformity in the assess- 
ment of all taxable property decreed by that court of last 
resort to be an essential characteristic of a valid tax. 

During my first year of assessment many complaints were 
received by the County Board of Equalization from those with 
claimed grievances arising from alleged unreported mcreases 
of their original assessed valuations of personal property. 
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These grievances were wholly fanciful, however, as no increases 
in such valuations were made without notification, and un- 
doubtedly arose through the f orgetfulness of complainants of 
their actual valuations. 

In 1908 a duphcate system of personal property assessment 
blanks was adopted, in which detachable original and duplicate 
assessment schedules were alternately bound with intervening 
carbon sheet, the following notice appearing on the copy: 

TAKE NOTICE 

This is a copy of your personal property return for the year 
1908, subject to the approval of the C!ounty Assessor. If the 
same is not satisfactory, you may present your objections to 
the C!oimty Assessor or the Board of Equalization, which con- 
venes August 3, 1908, and will continue in session until and 
including August 22, 1908. If any change in values is made 
by the Assessor, you will be notified. 

Duplicate of this assessment schedule left with John Doe. 

(Signed) Richard Rob, 

Deputy County Assessor. 

By this method an exact duplicate of the assessment schedule 
was left with the person assessed, subject at all times to com- 
parison with the original on file. 

The effect of this innovation was to reduce the number of 
complaints to the Board of Equalization, based upon the assess- 
ment of personal property, from 525 in the year 1907 to 93 in 
1908 and 44 in 1909. It also served to bring the taxpayer in 
much closer personal contact with the c^ce, to a mutual benefit. 

The most perplexing problem, involving the proper measure 
of value applicable to a given property, presented itself in con- 
nection with the assessment of a leasehold interest in real estate 
belonging to a State institution, construed by our Supreme 
Coiui; to be the property of the State. 

Under date of February 1, 1907, the Board of Regents 
of the University of Washington leased to a private individual 
for the term of fifty years an abandoned former site of the 
University, consisting of a tract of ten acres of land situate 
within the heart of the business district of Seattle, wholly un- 
improved save by a few partially wrecked buildings formerly 
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occupied by the University. This lease provided for definite 
rentals during given periods of its life of from $15,000 per annum 
for the first five years, to $140,000 per annum for the last 
twelve years. It also provided that certain productive and 
non-productive improvements of specified minimum values 
should be constructed within a limited time, and that the same 
should become real estate, and title thereto vested in the Uni- 
versity immediately upon the completion thereof, the interest 
of the lessee being limited to the use, occupancy and income 
thereof during compUance with conditions of the lease. 

The lessee in December, 1907, assigned the lease to a corpora- 
tion organized for the specific purpose of acquiring the same 
and fully improving the property. This corporation has issued 
bonds in excess of $1,000,000 secured by the lease, the proceeds 
of which have been expended in the erection of buildings upon 
a small area of the leased premises, the greater portion thereof 
being still unimproved. 

The State constitution provides, without qualification, "That 
the property of . . . the State, counties, school districts, etc., 
shall be exempt from taxation,'' but its requirement of the 
taxation of all not expressly exempted property, subjects to 
taxation the rights and privileges in, to and upon the real estate 
conferred by the lease, constituting private property. Our 
statutes provide that "Taxable leasehold estates shall be 
valued at such a price as they would bring at a fair, voluntary 
sale for cash,'' a substantial reiteration of declarations as to 
general property. 

Query. What is the true assessable value of this lease? 
Does its value represent that of the permanent improvements 
upon the land increasing in corresponding ratio with the value 
of new improvements, or does it depend upon the present 
and future earning capacity of the lease? Is "the price which 
it would bring at a fair, volimtary sale for cash" to be con- 
strued as a sale of the lease clear of incumbrances or subject 
to its bonded indebtedness? 

The final solution of this problem will probably rest with our 
Supreme Court, and the near completion of the splendid develop- 
ment of the property now in progress along projected lines is 
largely dependent upon its decision. 
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Although the laws of Washington require the assessment of 
all personal property each year, they prescribe that real estate 
shall be assessed biennially, the assessments being laid directly 
on the real estate and not against the owners of the property. 
While in most locahties in Eastern States there are but slight 
fluctuations in the value of realty during a two-year period, 
the reverse is true in many of the Western States, and particu- 
larly so in a city experiencing such phenomenal growth in 
wealth and population as Seattle has enjoyed in recent years. 

Upon the supposition that dealers in food products, metals, 
lumber, precious stones or other merchandise would prove 
the. most competent witnesses to testify as to the values of 
the respective commodities handled by them, it would seem 
that those actually engaged in the buying and selling of real 
estate, either as principals or agents, should be most conversant 
with the values of such real estate. Acting upon this assump- 
tion, in the fall of 1907, 1 presented to the Seattle Real Estate 
Association, an organization composed of the leading real estate 
men of the city, a formal request in writing for its active aid 
and codperation in connection with the 1908 assessment of 
Seattle real estate. Greatly to the credit of the association 
the invitation met with a prompt and generous acceptance. 
Under the constant direction of a Central Appraisal Committee 
of five of its members of exceptional qualifications and ex- 
perience, numerous sub-committees of three members each were 
appointed from said association to directly appraise the several 
districts of the city, with which values they were especially 
famiUar, each sub-committee being furnished quarter-section 
maps, drawn upon a scale of one hundred feet to the inch, 
of the territory within its assigned limits, illustrating in full 
the plat thereof, with descriptions by lots, blocks and tracts 
as they appeared upon the assessment rolls. These committees, 
after many months of arduous labor, including the personal 
inspection of all property and conferences with owners whenever 
possible, placed their appraisals of values directly upon the 
tracts as designated upon the sectional maps and submitted the 
same to the Central Appraisal Committee for review and final 
action. This committee, after weeks of painstaking effort, in 
which the sectional maps were first considered separately and 
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then grouped for the adjustment of inequalities, ultimately 
returned to the assessor's office valuations upon all city realty 
which, for accuracy, equity and harmonious entity, are probably 
unsurpassed in any city of the Union. 

These valuations appUed to the land only, improvements 
being separately assessed, and when it is considered that about 
200,000 different descriptions were involved in the appraisals, 
the magnitude of the task performed by these gentlemen will 
readily be appreciated. Their services were wholly gratuitous, 
and contribute another emphatic manifestation of the preva- 
lence of the Seattle spirit, which ever impels its citizens to 
sacrifice personal convenience and pecimiary rewards to the 
public welfare. 

Real estate improvements in the cities are assessed under 
a classification system running from Class A, comprising build- 
ings of '' Steel f ramci reinforced concrete floors, walls of concrete, 
stone or brick, or reenforced concrete construction throughout," 
to those of Class G, composed of "Walls of wood, single con- 
struction, not plastered." Original appraisals are made by 
field deputies most efficient in this department of assessments, 
who return an improvement rex)ort upon each building ap- 
praised, giving in detail the data considered by them in deter- 
mining the valuation. These reports are carefully examined 
in the office by a competent deputy, who, judging from the class 
and size of the building, can readily detect any material error 
in value, after which they are copied upon cards and filed alpha- 
betically as to additions and numerically as to lots and blocks. 
Should any of the buildings recorded on these cards be moved, 
burned, wrecked or otherwise substantially depreciated in 
value, notations to that effect are made on the cards and actual 
conditions thus shown at all times. 

Similar data is being compiled in connection with the acre- 
age cruise upon improvements in the country districts, so that 
complete information will soon be at hand as to building im- 
provements throughout the county. 

As my thoughts wander back in contemplation of past activ- 
ities as an assessing officer, associated with the many pleasant 
memories of those da3rs are certain vain regrets over the errors 
of omission and conmiission attending my administration, oc- 
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casioned I trust not from want of vigilance or sealousness upon 
my part, but through the lack of experience. 

It has well been said that "The good or evil of the taxing 
system of a State may be measured by the skill and honesty 
of its assessing officers/' and while honesty is the first desidera- 
tum, that skill which can only be acquired by experience is the 
next important factor of just taxation. The taxpayers of 
every State are entitled to the very best ability obtainable in 
all county officers, and of all offices preeminently in that of 
the assessor, for in him is vested the primary power resulting 
in the final production of all pubUc funds; his judgment in 
each individual assessment involving not only the forcible 
acquisition by operation of law of some portion of the property 
of the assessed, but more or less of that of all other taxpayers 
in an equitable or inequitable proportion according to the 
righteousness of each assessment. Experience, while often- 
times a stem, is nevertheless alwa3rs an instructive, teacher, 
and each day's work of an assessing officer contributes its mite 
of information to a constantly growing fund of assessment 
knowledge, enhancing with each day's accumulation the asses- 
sor's value to the taxing district, and becoming an unavailable 
asset upon his succession in office. 

Under the constitution of the State of Washington, county 
assessors are elected for the term of two years, being ineligible 
for election after their second term. By this most unwise 
limitation inexperience is constantly displacing experience, to 
the great detriment of the public service. I am, therefore, 
strongly in favor of permanency in the tenure of the assessor's 
office to the fullest possible extent, and its entire elimination 
from the realm of politics, believing that until then the science 
of assessment will remain largely ^an imknown quantity, sub- 
ordinated by considerations of policy and expediency, poUtical 
and otherwise. 
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By T. C. Townsend 
State Tax Commissioner, Charleston, W. Va. 

My remarks will be confined to a discussion of the conditions 
that have existed and now exist in the State of West Virginia. 
We feel in West Virginia that we have made some progress on 
the question of taxation. We have our difficulties, as in other 
States, but we feel that we have made considerable progress 
along the lines of tax reform. 

We meet many difficulties in valuing property. Our law 
provides that all property shall be assessed at its actual value. 
That means, of course, at its market or commercial value. 
People have very different ideas as to what that term means, as 
applied to taxation. I am reminded right here of a story that 
has been told down in our State. An assessing officer, in the 
discharge of his duties, went to a farmer to assess his farm. The 
farmer did not know that he was the assessing officer, and the 
assessor began to talk about the value of the farm and what a 
splendid farm it was. The owner of the farm, of course, agreed 
with him that he had the best farm in that country. He went 
on to picture the peculiar advantages of the farm. He told 
him that the fences were in good shape, that the farm was well 
drained, that the improvements were in good repair, and that 
everything was in first-class condition. Finally the assessor 
said to him, "Do you know to whom you are talking?" The 
farmer said he did not, but he presumed he was talking with some 
one who might want to buy the farm. He said, "You are mis- 
taken; I am the assessor, and I have come here to assess this 
farm." The farmer said, " Do you know to whom you are talk- 
ing?" The assessor said, "No." He said, "You are talking 
to the biggest liar in West Virginia." That simply illustrates 
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the diflferent views people have when property is for sale and 
when it is to be assessed for taxation. 

Our second constitution was framed in 1872, and we have 
lived imder it from that time down to the present. There are 
certain provisions we would like to amend, but we have not yet 
succeeded. Under our constitution we are wedded to the 
general property tax, and our system has grown up around the 
general property tax. 

In 1901, the legislatiu'e of the State realized that the tax 
sys^m was not adequate to changed conditions, and a resolu- 
tion was passed giving power to the then governor to appoint a 
tax commission, and the governor exercised the power conferred 
upon him by appointing a commission of five. That commis- 
sion formulated a preliminary and final report to the legislature. 
The legislature of 1903 refused to adopt the report. The gov- 
ernor, in 1904, convened the legislatiu'e in extraordinary session, 
and they passed substantially the recommendations of the tax 
commission of 1903. Those laws were revised again in 1905. 
The differences between what is commonly known as the old 
law and new law were very few. The legislature of 1904, at 
the b^inning of what might be termed a movement for more 
equitable assessments and a more equitable system of taxation 
in our State, provided for a head for the tax system, that is, it 
provided for a State Tax Conmiissioner; in addition to that it 
provided that all property should be assessed at its actual value 
instead of its fair cash value, as had been the law theretofore. 
These two were the substantial changes between the old and 
the new system. The session of the legislature of 1904, in 
addition to changing the basis of valuation, provided for a 
revaluation of the real estate at its true full value. 

The statute providing for the revaluation of the real estate 
also provided that it should be done by commissioners in each 
county appointed by the State Tax Commissioner, thus vesting 
full power in the State Tax Commissioner to exercise his own 
judgment and discretion in the appointment of the local com- 
missioners to value the real estate in each county. The result 
was that it took the assessment of property out of politics abso- 
lutely, and the work was done by officers appointed because of 
their peculiar fitness and ability to assess the property. This 
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real estate assessment, made in 1905, was the basis of taxation 
for the first time for the year 1906, and was by all odds the best 
assessment of real estate that the State ever had, and I think this 
can be attributed to the fact that it was made by officers ap- 
pointed specifically for the purpose and because of their ability 
to value tiie property. In 1904, the total valuation of real estate 
of the entire State was $168,000,000. We are not a large State 
in area. We have only twenty-four thousand square miles. 
The real estate assessment of 1905 increased the value to prac- 
ticaUy $500,000,000. 

The session of the legislature of 1904 also provided that after 
the year 1908 real estate should be annually assessed. Begin- 
ning with 1909, we have the annual assessment of all classes 
of property. This year we have further increased the values 
of the real estate until it now reaches $580,000,000. 

In West Virginia we have almost all kinds of real estate to 
assess. We have farm property, city property, coal property, 
oil property, gas property and timber property. You will at 
once therefore realize the difficulties of properly assessing the 
different classes of property. 

The assessed valuation of personal property in the State since 
1904 has increased from $80,000,000 to $225,000,000. Rail- 
road and other public service corporation property, since 1904, 
has increased from $30,000,000 to $263,000,000. In 1904, the 
total valuation of all property was $278,000,000. In 1909, the 
total valuation is $1,068,000,000, which has been brought about 
because of the different basis of valuation and because of a 
better and more effective administration of the law. We are 
trjdng to carry out the statutes. We are doing the best we can 
under a constitution that places limitations upon the legisla- 
ture. 

Now the question naturally presents itself, if the valuations 
have been so materially increased, what has happened to the 
rate? We feel somewhat proud of the record we have made in 
that respect. In 1904, the average rate of taxation for all 
purposes in the State was $2.15 on the $100 valuation. In 
1906, the rate was seventy-six cents; in 1907, eighty-three cents; 
and in 1908, eighty-four cents. We feel justly proud of that 
record. While we have increased oiu: property in value, and 
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justly and equitably so, we have correspondingly reduced the 
rate. 

My experience has been that if a person is seeking investment 
for capital, he will not ask you what the standard of value is, 
but what is the rate of taxation, and when we tell him in West 
Virginia that it is seventy-six cents on the $100, in many cases 
he is astounded. We feel that under a constitution that ties 
us absolutely to a general property tax, the best we can do is to 
increase values and reduce the rates. 

It works this way: If the legislature carefully prescribes the 
rate of levy that any levying body might fix, and if that levying 
body as the result of that low rate needs a given amount of 
money to conduct its fiscal affairs, the property must go on the 
books before the money can be raised, and the result, as shown by 
practical experience, is, that when the assessing officer finds it 
necessary to find more property in order to produce a given 
amount of money, he gets property that is escaping taxation. 
It has resulted that way thus far in every instance. 

We are also devoting some attention to the proper and legiti- 
mate expenditure of money as well as to our system of raising 
money. I sometimes think that too much attention is given to 
methods of raising revenue, to the neglect of methods of spend- 
ing that revenue after it is raised. Every taxpayer who pays 
a dollar in taxes is entitled to receive a dollar in value. 

The special session of the legislature in 1908 passed a uniform 
system accounting act. We have experienced some difficulty 
in getting the act properly in effect. We are making some 
progress. We are moving along at the present time nicely, 
and I have gone far enough with the enforcement of that act 
of accounting to demonstrate to me clearly that in many in- 
stances the taxes raised are not safeguarded and expended as 
they should be by the officers whose duty it is to pay out the 
money after it is once raised. We are giving attention to that 
end of the matter as well as to the question of raising revenue. 
While we feel that our system of taxation is far from perfect, 
we do feel that we have made substantial progress under the 
conditions that surround us and under a constitution that limits 
us and ties us to a general property tax system. 
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Mb. William A. Robinson (Kentucky): Mr. Townsend, 
you stated that the West Virginia total tax rate was seventy- 
three cents. Do you mean State, county and municipal, rate? 

Mb. Townsend: That is the West Virginia rate for every 
known purpose, State, county, school district and municipal. 
Our State levy is only five cents. It has been reduced from 
thirty-five. 

Mb. Robinson: What is the municipal rate? 

Mb. Townsend: The maximum municipal rate is thirty- 
five. In our levying act provision was made that if any munici- 
pality, any county or any school district finds that the maximum 
rate will not produce sufficient funds for current purposes, they 
may increase the rate by submitting the question to a vote of 
the people and by receiving an affirmative vote of the majority. 

Mb. F. a. Debthick (Ohio) : I would like to ask as to the 
effect this low rate has had in securing additional intangible 
property. Did this low rate encourage people to make a full 
return of their intangible property over what they did under the 
higher rates? 

Mb. Townsend: I know to some extent the trouble Mr. 
Derthick is having in Ohio. The low rate in West Virginia has 
brought more property on the books than did the high rates, 
but by no means in my judgment do we get anything like the 
entire amount of property. In 1906 there was returned for 
taxation $13,000,000 in money and $19,000,000 m securities, 
making a total of $32,000,000. In 1906 there was returned 
$28,000,000 of money and $19,000,000 of securities, an mcrease 
of $16,000,000. 

GovEBNOB Noel: What sort of equalization have you, local 
or State? 

Mb. Townsend : We have no State Equalization Board. We 
have a local board in each county, composed of three persons 
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appointed by the State Board of Works. It is the duty of this 
board to review the work of the local assessor of each county. 
It is composed of two members of one political faith and one 
of another. We have this year shown good results from this 
local board. 

Governor Noel: What is the term and what is the compen- 
sation of the board? 

Mr. Townsend: The board is appointed for six years, one 
member being appointed every two years. They remain in 
session not longer than twenty-five days a year, and the com- 
pensation is $4 per day. 

Mr. J. E. Frost (Washington) : Mr. Parish has told you what 
has been done in his county and has outlined a fine system of 
assessment, and he has described particularly what we have 
done throughout the State of Washington. Every county in 
the State has prepared maps and plats showing the conditions 
of the land in the county. I have in my hand a timber cruise 
book. A cruise has been made of all the timber lands in Wash- 
ington except one county. This page is a map of a township 
six miles square, containing thirty-six sections. The map 
shows the mountain ranges, the springs, the roads, the lakes, the 
forests, the unsurveyed land and the barren land. On another 
page is a summary giving the number of trees of each variety 
upon each section of that land and the total amount of timber 
in the township. For instance, in this township there are 
611,731,000 feet of timber. Here is the number of railroad ties 
and telephone poles of cedar and other kinds. 

On the next page is a plat of a section one mile square. It 
shows the topography, the barren lands and the swamp lands and 
the timber lands in detail, and the number of trees of each kind 
on each ten acres in the section. For instance, here we find 
thirteen fir trees, ten- thousand feet to the tree, and so much 
cedar and so much hemlock and then a total. 

Now, we have that record of the timber lands in the State of 
Washington. We have all the information that any purchaser 
would require in considering the purchase of the land. I am 
sorry that we have not been able to bring a completed map of 
oiu: farm lands. I hope in another year that will be in shape. 
In practically all portions of the State we have plats of each 
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640 acres showing in color the character of the land, plowed 
lands, meadow lands, rocky land, hill land, pasture land, or- 
chard land. Every schoolhouse, building, spring, public road, 
or private road, railroad, grain elevator, warehouse, depot and 
even farm building is shown, and there is a full description in 
detail of the character of the land. The assessor puts the 
valuation upon that land in his office, and it is done by experts 
in land values. 

This same thing is true of all city property. There is not an 
incorporated city or town in the State of Washington that is 
not assessed in the same manner on plats of the city. 

In equalizing for State purposes, or rather for the purpose of 
determining what proportion of State taxes should be paid by 
each county, the State Board of Tax Commissioners last year 
held sessions in every county in the State. In each we exam- 
ined from fifty to one hundred and fifty persons under oath. 
The law allows the commission to enforce the attendance of 
witnesses and to compel them to testify. When a witness was 
called, we asked questions as to his expert knowledge, and did 
not take his testimony imless he could qualify in a court of 
record. We obtained expert testimony as to the value of various 
specific tracts of property and where property had been sold 
during the preceding year, ascertained under oath the actual 
price paid for it. We compelled merchants, manufacturers, 
etc., to disclose their invoices and stock accounts. 

A list accurately describing each tract of real property and 
every personal property assessment concerning which testi- 
mony had been taken was sent to each county auditor, who was 
required to certify and return the assessed value of the property 
as equalized by the coimty board. Comparing the assessed 
value with the actual value, we arrived at a pretty fair conclu- 
sion as to the ratio between assessed and actual values, and in 
doing this we ascertained the ratio as to different classes of 
property. We obtained the ratio as to city lots, unprovements 
on city lots, improved lands, unimproved lands, stocks of mer- 
chandise, domestic animals, etc., separately. From these we 
obtained the ratio of assessed to actual value of the general 
mass of property in each county, and in doing this we did not 
average averages, but ascertained a true average. By this 
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method, the true valuation of taxable property in each county 
was found and State taxes were apportioned on that basis. 

All of the taxes are apportioned to the various counties in 
specific amounts; the rate necessary to raise the amount is 
ascertained by the county auditor, and taxes levied upon the 
values as equalized by the county board. This establishes 
equality in payment, although the rate may not be uniform. For 
instance, in one county where property was assessed at forty- 
six per cent of its actual value, the rate of State taxation was 
four mills (40 cents per $100) ; in another, where the ratio of 
assessed to actual value was 23 per cent, the rate for State 
purposes was eight mills (80 cents per $100). 

GovEBNOR Noel: How many counties have you, and how 
many days did you devote to a county? 

Mr. Frost: We have thirty-eight counties. Sometimes 
three or foiu: days to a county, and we work from eight o'clock 
in the morning until ten at night. 

Mr. William Ryan (New York) : Where you found various 
percentages of the true value in different counties, did you find 
the percentage uniform throughout the same county? 

Mr. Frost: Yes, fairly uniform, because our method of 
assessing is not a guess. We employ scientific methods, which 
classifies our property. 

Governor Noel : Then you just raised the particular rate? 

Mr. Frost: We dealt with gross amounts; the local tax offi- 
cials calculated the rate necessary to raise the tax. In King 
County only four mills (40 cents per $100) was necessary, while 
in ChehaUs the rate was eight mills (80 cents per $100). 

Mr. W. a. Robinson (Kentucky): How are your officials 
appointed? 

Mr. Frost: They are elected. 

Mr. Robinson : You referred to some books. By whom were 
those books prepared ? 

Mr. Frost: By the various county authorities throughout 
the State and by the most expert people who can be employed. 
I may say that the Board of Tax Commissioners, of which I am 
a member, induced four of the principal counties in the State to 
start this by moral suasion. We said to them, "You know 
about the value of the ordinary land, but not about timber land." 
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Most of us would be irretrievably lost half a mile from a high- 
way, and we asked them to get the information so that we could 
make a fairly equitable assessment. After we got those foiu: 
counties, we went to other counties. We had two State meetings 
where we went up against all the timber interests of the North- 
west protesting against our action, but we kept on, and we finally 
brought every county in the State of Washington into line 
but one. 

Mr. Robinson : What is the total revenue of the State? 

Mr. Frost: That requires an explanation. The State of 
Washington raises only about $7,000,000 for State purposes, 
but we levy a heavy highway tax. Our common schools, imtil 
this year, have been supported ahnost entirely by State taxation. 
We have a big school system, and we are* required to levy 
an amount which will equal $10 for each person of school 
age, between five and twenty-one, in the State of Washington, 
and this is distributed to the various schools throughout the 
State in proportion to the attendance of pupils. In addition 
to that, we have a law passed by the last legislature which will 
yield another $10 for the schools. We now have higher-paid 
teachers and better schools than almost anywhere. 

A Delegate: Is this appropriation apportioned among the 
counties? 

Mr. Frost: The State school tax is apportioned according to 
the attendance of pupils in each county. 

The Delegate: I mean the general revenue. 

Mr. Frost: It goes in that proportion; it goes upon the aver- 
age daily attendance, and is then apportioned by the superin- 
tendent of schools in the county to the various schools through- 
out the county. 

The Delegate: Do you apportion it in raising the revenue? 

Mr. Frost: We apportion the tax in gross amounts according 
to the actual value of the property as found by the State Board 
of Equalization. For ordinary purposes no special tax is 
levied, and our local school authorities levy taxes as they see 
proper. They levy taxes for building schoolhouses, or they issue 
bonds, and then levy taxes to make a sinking fund to pay them. 
Maintenance, teachers' salaries, etc., are paid from the State 
tax. 
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A Delegate: Do I understand that the counties contribute 
$10 per capita for the pupils? 

Mb. Fbost: Yes, that is an additional tax. The State and 
county taxes levied for school purposes must equal $20 for each 
child of school age, and that includes everybody up to twenty- 
one. 

A Delegate : Have you any inheritance tax? 

Mb. Fbost: Yes, and then we have a general property tax. 

The Delegate: How much is that? 

Mb. Fbost: The inheritance tax amounts to about $100,000 
per year. Last year the rate for general State purposes was 
1.6 mills (16 cents per $100), and that is fixed by the State Board 
of Equalization and apportioned among the counties in gross 
sums. This rate does not include highway, military and State 
school taxes. 

The Delegate: Upon what basis is the tax apportioned? 

Mb. Fbost: On the value of the property in the county, not 
upon the assessed value, but upon the actual value as deter- 
mined by this board. 

Mb. Robinson : How close is that to the real value? 

Mb. Fbost: Last year the ratio was 43 per cent as deter- 
mined by the State board. 

Mb. Robinson: Do you remember what the rate is in a city 
like Seattle? 

Mb. Fbost: Mr. Parish can answer that. 

Mb. Pabish: About three cents ($3 per $100). 

Mb. Robinson: What does it cost to make those plats? 

Mb. Fbost: From $60,000 to $100,000 for each county. 

Mb. Pleydell: I congratulate the gentlemen from Wash- 
ington, and through them the people of their State, on their 
excellent methods of assessment. It is a revelation to those of 
us who have to contend with poor assessment methods through- 
out the Eastern States. New Jersey, New York, Connecticut, 
Delaware are the States with which I am most familiar. The 
assessments in the cities are made on a fairly good basis, but the 
rural districts are doing their work in the most slipshod way, 
about the same as in colonial days. The townships and even 
the villages in New Jersey and New York have no assessment 
maps. 
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In my own town we have a map, and I do not see how an 
assessor could do without it. But in a neighboring township the 
assessor has to assess twenty-four square miles on a salary of 
$150, and without maps or survey. He simply has to guess aa 
near as he can, and say that so-andH90 has twelve acres, and 
some one else eighty, although he has no means of checking 
that up if his information is incorrect. Conditions are similar 
in thousands of assessment districts. I don't think those here 
from the East can do much better work for tax reform when they 
get back home than to tell their people what is done in Wash- 
ington. The idea has been that the East was forward, .and the 
West was backward, but in this respect the West is very much 
ahead of us. 
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SEVENTH SESSION 

Thursday Evening, September 23, 1909 

CHAIRMEN: HON. E. F. NOEL, MISSISSIPPI; 
LAWSON PURDY, NEW YORK 

Program 

1. Forest Taxation under the Direct State Tax in Maine. 

Clement F. Robinson, Clerk Special Tax Commission of 
1907-1908, Portland, Maine. 

2. Discussion. 

3. Report of Resolutions Committee. 

4. Discussion op Conference Work. 
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FOREST TAXATION UNDER THE DIRECT 
STATE TAX IN MAINE 

By Clement F. Robinbon 
Clerk of Maine Tax Commission of 1907-1908, Portland, Maine 

The tax problem in the State of Maine is complicated with 
at least one unusual if not unique feature. This is the relation 
to forest taxation of the direct State tax, by which expression 
I mean the State levy apportioned throughout the State on a 
property basis. A brief account of the most recent effort to 
cope with this peculiarity may have some general intwest. 

Were Maine confronted only with the problem usual to other 
States, the questions presented would be these I Shall the direct 
State tax be given up? If so, what other arrangement will 
have the elasticity of the present system, and become no less 
a check on State extravagance? On the other hand, if a direct 
State levy is to be retained, shall it remain an apportionment 
by valuation, or shall an apportionment by expenditure, or 
on some other basis, be substituted? 

But in Maine there is an obstacle in the way before such 
questions arise: the wild forest lands in the northern part of 
the State. This unpopulated region comprises half the area 
and one-tenth the valuation of the State, and, according to 
the reports of the State assessors, has enhanced in value in ten 
years over 100 per cent, while the rest of the property m the 
State has appreciated only 15 per cent. 

It is beyond conception that so vast a property should be 
entirely untaxed. To reach it by taxation there are but two 
alternatives: the direct State tax, or some special tax. By 
a special tax I have particularly in mind a "stumpage tax," 
or tax on the timber yield, such as was ably urged before this 
Association at Toronto by Professor Fairchild of Yale Univer- 
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sity, and Mr. Shaw of the United States Forest Service. Ap- 
parently only such a solution would disentangle our forest 
taxation problem from the intricacies of the direct State tax. 
The proposition has much in its favor. 

It is certain that, under the direct State tax, the difficulty 
in Maine is acute. By the system, as it has long existed,^the 
direct tax yields about half the revenue collected by the State 
government; the remainder comes from the inheritance tax 
and corporate excise taxes. As is generally true in the Eastern 
States, the town is the unit of government; the counties are 
but little more than judicial districts. The entire State, 
both its settled and unsettled regions, is portioned into town- 
ships, those which are not incorporated municipalities com- 
prising the "wild land townships." 

The amount of the direct State tax is fixed for each year by a 
special act of the legislature, which enumerates each incorporated 
place, and each tract of wild land in the State, and schedules 
a lump sum due from each municipality or tract in the list.. 
These sums are computations at the State rate for the year 
upon the detailed State valuation previously reported to the 
legislature by the board of State assessors. Hitherto the State 
rate has been about three mills on each dollar of valuation 
(30 cents on each $100) . Each town levies its quota of the State 
tax as an item in its annual budget, chiefly upon the general 
property upon its local valuation books. The amount due 
from wild lands is paid by the interested parties direct to the 
State. 

The only other taxes upon land in the miincorporated places 
are the small county taxes. Upon property in the incorporated 
places, however, is levied not only the local share of the appor- 
tioned State and county taxes, but also the sums raised for 
municipal purposes. Thus it happens that the average rate 
of taxation in the mimicipalities is about twenty-five mills on 
each dollar ($2.50 on each $100), while in the wild-land regions 
the rate has been about one-fifth as large. 

Under this system, the more the direct State tax is reduced, 
the less becomes the tax from the wild lands. From the view- 
point of forest conservation, this may not be an evil; but from 
the viewpoint of the revenue needs in the State, it may be a 



Digitized by 



Google 



FOREST TAXATION IN MAINE 361 

cause for natural complaint. It happens that many, if not 
most, of the owners of the wild lands live in a few of the cities 
of the State. There they personally receive the benefits of 
local expenditures from the tax levy, at the same time that 
they are paying but small taxes to any government, by 
reason of that large portion of their property which lies in 
the wild land sections. The result of a tax on property clashes 
with the desire for a tax on the owners; not an unusual result 
under the general property tax. The inhabitants of the State 
have had a natural feeling that the property of such persons 
should bear a tax, somehow and somewhere, more proportion- 
ate with the tax on other property in the State. The people 
of the State do not seem apprehensive of forest denudation on 
account of taxation. That taxation at full local rates does not 
appreciably hasten the stripping of lumber from the timber 
tracts in the incorporated places of the State tends to make 
such an apprehension somewhat imaginary. 

The problem which I have outlined was one of the chief 
reasons for the creation of the special tax conunission of 1907- 
1908, and the report of that commission to the legislature of 1909 
devotes much space to the matter. The commission felt that 
it must discard the proposition of a stumpage tax. That 
scheme seemed too far in advance of present public sentiment, 
too full of administrative difficulties, and of too doubtful con- 
stitutionality. The commission had therefore no alternative 
but to recommend the retention of the direct State tax; the 
rate to be uniform throughout the State, since by a decision of 
the Supreme Court of the State it is imconstitutional to classify 
the wild lands for taxation at a special rate. 

The commission made two suggestions: First, that the evils 
of the direct tax be mitigated by more effective State super- 
vision; secondly, that a distinctly novel method of apportion- 
ing the tax be adopted, viz., according to the value, throughout 
the State, of land exclusive of buildings. This second sugges- 
tion sounded like "Single Tax," but since it concerned merely 
the apportionment, not the levy, of the tax, was essentially 
no more an application of "Single Tax" than was the Connecti- 
cut suggestion of twenty years ago, for an apportionment by 
population, an example of poll tax. The commission showed 
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that the recommendation, if adopted, would somewhat more 
than double the nominal rate of taxation, so that the settled 
portions of the State would be benefited by throwing a larg^ 
proportion of the total State tax upon the wild lands. It was 
urged that the proposition would incidentally solve many of 
the familiar difficulties with the direct State tax. The com- 
putation of a State valuation on the basis of local valuations 
would be more exact with only one class of property to be con- 
sidered than with all classes to be investigated. Some degree 
of local option in the taxation of personalty would practically 
result from the separation of the basis of levy from the basis 
of apportionment. Under the commission's plan, just as 
by the present system, each town would continue to levy its 
apportioned quota of the State tax upon the general property 
on its valuation books. As the situation has been, a town 
which enters much personalty upon its valuation books is 
apt to be penalized in the State valuation to the profit of the 
towns which schedule Uttle but realty; such would no longer be 
the case. 

The legislature foimd difficulties in the way of a complete 
adoption of the recommendations of the commission. There 
was no objection to vesting the board of State assessors with 
larger powers; and there was no serious thought of substituting 
a "stumpage tax" at present for the direct State tax; but the 
suggestion of an apportionment by land values was considered 
objectionable for its novelty, its questionable constitutionality 
and for the disproportionate burden it would throw upon the 
rural portions of the State. Only the richer towns, where 
personal property and improved real estate constitute a large 
proportion of the total valuation, would profit by a doubling 
of the nominal State tax rate and a change of the apportionment 
basis from total property to simple land values. The legis- 
lature believed also that it would be administratively difficult 
to distinguish between land values and total real estate values. 
An apportionment by gross real estate values would avoid some 
of these difficulties, and in many ways would be a satisfactory 
solution; but such a proposition was neither suggested by the 
commission nor proposed in the legislature, probably for the 
practical reason that it would throw too slight an added burden 
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upon the wild lands. The unincorporated places have for some 
time borne about one-tenth of the direct tax; by a real estate 
apportionment they would bear about an eighth only;, by the 
tax commission's plan they would bear from one-fourth to 
one-fifth. 

Having disapproved the commission's recommendation, the 
legislature considered several other propositions. It adopted 
a measure creating the wild land territory a fire district, taxed 
fifteen mills on the dollar of valuation (15 cents on $100) annually 
for its own fire protection. It was further suggested that the 
State turn over to the mimicipalities the entire proceeds of the 
State indirect taxes, — about half the State's revenue. This 
would bring a hiatus in the amoimt of money needed by the 
State treasury, which would be filled by doubling the direct 
State tax. The net result would be a doubling of the wild 
land taxes and a corresponding reduction of the contribution 
of the municipalities to the State expenses. Opposed to this 
was a proposition for a simple increase in the rate of the direct 
State tax, the receipts to be divided among the mimicipalities 
for schools and roads, either in proportion to town valuations, 
or in accordance with scholars and road mileage. The com- 
promise plan between these two propositions, finally adopted, 
retains the former direct tax imchanged, but imposes an addi- 
tional direct tax of one and one-half mills on the dollar (15 cents 
on the $100); the proceeds being refunded to the municipali- 
ties for school purposes, two-thirds by valuation, one-third by 
scholars. 

The outcome, like most compromises, has its imperfections 
and its merits. Undoubtedly the wild land tax has been in- 
creased, and the conmiunities of the State, many of them in 
sad need of any aid possible, are inmiediately benefited. The 
increase of the rate of the direct State tax is a backward step; 
but the imfortimate eflfect of the change is minimized by the 
increase in State supervision, and the addition to the tax rate 
is much less than was urged by some of the legislators. The 
change is but from three mills to five mills on the dollar of valua- 
tion (30 cents to 50 cents on each $100). 

The chief criticism of the action of the legislature is that it 
fastens upon the State still more securely a practice of State 
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rebates for local expenditure. Local extravagance is necessarily 
encouraged. The State treasury will now be refunding not 
only the proceeds of this new levy, but also nearly half the pro- 
ceeds of the original direct tax, and the same proportion of 
the proceeds of the indirect taxes on savings banks and trust 
companies. But even here the imfortimate effects are less 
than they would have been had some of the more radical sug- 
gestions before the legislature prevailed. 

It is impossible to determine for how long a time the l^s- 
lature has settled the problem. The wild land owners, although 
their taxes have at least been doubled, are not unpleased to have 
escaped still greater exactions, are directly benefited by the 
fire district tax, and even now are pa3dng on an average less 
than ten cents an acre in taxes. No essentially new principle 
has been introduced. The worst that can be said is that no 
real advance has been made towards a scientific solution of 
the State's problems of taxation. When the time comes that 
public sentiment is strong enough to amend the State con- 
stitution, then can true progress be made. If the constitution 
were so amended that property could be classified, the wild 
lands could then be segregated for taxation, and the direct 
State tax on other property in the State could be reduced to 
a minimum. Another future possibility is that either with 
or without a constitutional amendment, the "stiunpage tax" 
may be adopted. But either of these possibilities seems remote. 

For the immediate future perhaps the wisest hope is that 
the present situation will remain unchanged. That the rebate 
principle will constantly be extended is the chief ^apprehension. 
Rebates for schools are not so objectionable as rebates for gen- 
eral local purposes. Massachusetts, New Hampshire and other 
States have found to their cost that towns will bitterly contest 
any change in a taxing system, however unscientific the pres- 
ent system may be, when the modification will deprive them 
of State bounties. It may be hoped with some confidence, 
however, that the conmion sense and local independence of 
spirit of the people of the State of Maine will be strong enough 
to outweigh the temptation to bend the taxing powers of the 
State to the benefit of the local treasuries. 
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DISCUSSION ON FOREST TAXATION 

Propbssob Fred R. Fairchild of Yale University was called 
on to discuss the subject of Forest Taxation, and said: 

I listened intently to Mr. Robinson's paper. The situation 
in Maine is very different from the situation in the other parts 
of the country, notably the timber States of the lake country 
and the Pacific coast. Perhaps the best thing that I can say 
at the moment is to describe very briefly the work which at the 
present time is being carried on by the United States forest 
service. 

The forest service is determined to make a thorough investi- 
gation of this whole subject of injurious effect of taxation of 
timber land, the idea being first to lay a foimdation of facts, 
and then in the light of these facts to present what remedies 
might be adopted to make our tax system one which would be 
an encouragement to the conservative forester and at the same 
time a producer of regular revenue. 

I was asked about a year ago to take charge of this investi- 
gation. At the meeting at Toronto I presented to you the re- 
sults of that investigation. In the year that has passed, the 
investigation has been carried on with a result of considerable 
increase of facts, but I still do not feel like making any positive 
suggestion as to the remedies contained in that report. That 
will have to be determined later. The investigation is proceed- 
ing with considerable energy, and I hope will finally result in an 
accimiulation of facts, after which I hope it will be possible to 
lay before you the facts in a form which will be of value. 
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RESOLUTIONS CX)MMITTEE REPORT 

GovBRNOB Noel (Chairman) : The Chairman of the Resolu- 
tions Committee will please present the report. 

Professob Chables J. Bullock (Massachusetts) : A year 
ago at the Toronto Conference the members of the Committee 
on Resolutions decided that they would reach no conclusion 
by a divided vote, if there was any possibiUty of securing a sub- 
stantial unanimity of opinion. Following that policy, your full 
conmiittee this year met yesterday morning and appomted a 
subcommittee to consider all resolutions oflfered in the Confer- 
ence. The subconunittee conunenced sessions yesterday noon 
and continued them at intervals until long after midnight, 
resuming them at 9 o'clock this morning. 

The first business of the committee was to adopt a formal re- 
solve that no resolution should be reported by anything but a 
substantially imanimous vote, and that we should hang together 
until we reached substantial unanimity. That opinion pre- 
vailed as well in the full committee, and the members sacrificed 
unimportant diflferences of personal preferences. We asked no 
one to sacrifice anythmg of hie conviction. We did ask that 
minor differences of opinion on things that were not essential 
should not be considered. And I have the great pleasure of 
reporting that the Committee on Resolutions, after carefully 
considering all matters submitted to them, report the following 
resolutions and recommend unanimously their adoption by the 
International Tax Conference. 

[The resolutions, as read and adopted, are printed in full, 
pp. 27-29 of this volume.] 

Mb. J. E. Fbost (Washington) moved the adoption of the 
resolutions. 

Mb. Robebt H. Shields (Michigan) seconded the motion. 

The resolutions were adopted unanimously without debate. 

Pbopessob Bullock : In behalf of eight members of the Sub- 
committee on Resolutions, I ask permission to present a resolu- 
tion of a purely personal character. They desire permanently 
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to record their appreciation of the honor conferred on them by 
Governor Noel of Mississippi by serving as a member of the 
Subcommittee on Resolutions, and their gratitude for his wise 
counsel which contributed very largely to the unanimous action 
of this C!onference. 

Mb. Lawson Pxjrdy (New York) : You have heard the motion 
made by the chairman on resolutions; all in favor, please rise. 
The motion is carried imanimously. 

GovBRNOB Noel: I am very greatly obliged to my associates 
on the subcommittee for the honor they have done me. It was 
certainly a pleasure to serve on that committee. If we had not 
been able in committee to convince each other of the error of 
our positions, and we had come before this Conference and left 
this Conference in a similar position, other people would say, 
put your own house in order before you suggest it to us. 

This Conference is not like a legislature. There the majority 
of the members settle the question. Here we disciiss, as we have 
done, from different standpoints, and if we are able, after hear- 
ing all the discussions, to reach a practically unanimous con- 
clusion and convince ourselves, in this Conference, that we are 
right, we can then ask other people to accept our conviction. 
But when we have thoroughly considered a question and then 
stand where we started, we had better leave the subject there 
for future consideration. What we have done in committee, 
subcommittee and full committee and in this Conference has 
been unanimous, and I believe will be accepted. 

It has been a very great pleasure for me to attend this Con- 
ference. The result of your deliberations and the information 
you have so generously contributed to the proceedings will be 
of benefit to me and the legislature and to all the people of 
Mississippi. In their behalf I thank you for this Conference 
and extend the thanks expecially to those who have given time 
and labor and thought to the preparation of the papers that have 
been presented here during this Conference. 

President Foote now desires to make a request. 

Mr. Allen Riplet Foote (Ohio) : I wish to make a request 
that is directly in line with the remarks of your Chairman. 
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APPRECIATION OF CONFERENCES 

Quite a number of the delegates who have left and others who 
are soon to leave have come to me to express their appreciation 
of this Conference and its worth. Those words have been so 
cordial in their appreciation that I have said to some of these 
gentlemen, '*if you will only say those words to the Conference, 
it will be a great help in bringing the value of these Conferences 
to the attention of the public." My suggestion is that for a 
few short moments you resolve yourself into an experience meet- 
ing, and give those who desire to do so an opportimity to express 
their appreciation. 

Professor C. W. Wassam (Iowa) : On behalf of some of us 
younger men who are here not to talk but to listen, I will say 
that I think we sometimes get the opinion as we leave college 
that the thing we have learned in college is the great thing. 
Then some boy comes into our class and says, What do you 
think of this question or that question, and we turn to our notes 
that we have taken so carefully, and we express our opinion, 
and sometimes I fear we are put in bad repute before our boy 
because of our theoretical opinion. 

I wish to express the deep appreciation of several of us 
younger men for the magnificent privilege that we have had 
in the last few days. It has done me a world of good to hear 
these men state their side of the question. I will go back to the 
University of Iowa a better teacher because I have heard this 
practical side discussed here, and I hope that the Association 
will find it possible to give the young men the privilege of listen- 
ing to such a fimd of information in the years to come. 

Mr. J. J. Thomas (Utah) : This is the third Conference that 
I have attended as a delegate, and I think I can safely say the 
work of the Association for the betterment of tax laws through- 
out the country cannot be measured by words. At the time 
the first Conference met in Columbus you scarcely heard any- 
thing from the different States upon questions of reform in tax 
matters. But with that meeting and the reading of the many 
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valuable papers which have been distributed since then through- 
out the country, a movement began which has continued to 
gain in force, until it culminates now in the largest and best 
Conference that has yet gathered. I believe it can be said to- 
night for the benefit of those who have pushed this Association 
up to its present position that they are entitled to the credit 
of waking up the United States to the consideration of the 
taxpayers and those who own property. And I think we can 
safely say that the movement that has been commenced will 
continue until all this reform will be accomplished. I want, as 
one delegate to this CJonf erence, to say to you that I have en- 
joyed this Conference more than words can express, not only 
in the consideration of the tax reform and all the intricate steps 
that enter into the subject of taxation, but also because of the 
friendships made and the coimsel received. 

Mb. W. S. Glass (Kansas) : You have all heard the old adage, 
"Nothing is ever settled until it is settled right." You have 
all heard the other statement that "Truth, once liberated, can 
never be made captive again." The request by the President 
of the Association for members to give their experience came to 
me as a sort of command. It has seemed to me for many years 
that upon the question of taxation there was less scientific 
knowledge and there was less honest, earnest, truthful effort 
by the administrative departments than in any other depart- 
ment of the government. There has been no department which 
has been so utterly and so completely overlooked as that of 
taxation. 

The scientist has promulgated his ideas, but what a mighty 
chasm existed between the scientific thinker upon taxation 
questions and those men who are intrusted with the adminis- 
tration of our taxation problems. I don't know of any organiza- 
tion in the United States or in the world, until this one was con- 
ceived by Mr. Foote, in which that chasm was bridged and in 
which the administrative officer could meet with the scientific 
thinker, and where the scientific thinker could have his ideas 
modified by the actual experience of the man who was in the 
field. 

Is there any reason for wonder or for amazement at what has 
happened in three years? It is but a forerunner of what is to 
2b 
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come. We are in the greatest field of human thought and action 
to-day. We are in the field where we can bring about a move- 
ment which will be broad and far-reaching, but which up to the 
present time has been denied to the hiunan race. For me to 
fail to record my appreciation of the work of these Ck>nf erences 
would be to be untrue to that which I believe to be the greatest 
work of the present age. 

Mb. J. E. Frost (Washington) : In 1905 the legislature of the 
State of Washington created a State Board of Tax Commis- 
sioners, and I was named one of , the first members of the board. 
Our methods of taxation were crude, and the administration of 
our tax laws very lax. The commission of which I have had the 
honor to be a member for more than our years was engaged in 
constructive work. It became necessary for us, and we were 
conmianded by law, to investigate the tax laws of other States 
and to investigate the administration of those laws, their effects 
and their problems. We looked for guidance. The greatest 
assistance and the greatest help that the commission of which 
I am a member has had the privilege of enjoying has come 
through the International Tax Association. 

Our tax commission has had many problems to solve and 
many bills to present to the legislature of our State. I have 
many times personally sought counsel and advice, from a source 
where I knew I would get good counsel and advice, and I have 
always received it. I felt personally a debt of gratitude and 
imder the deepest obligations to President Foote of the Inter- 
national Tax Association for the lasting benefits that the State 
of Washington has received through the kindness and courtesy 
that he has extended to us. 

The legislature of the State of Washington has just enacted 
a Uniform Accounting Bill. It was bitterly fought before the 
committees of the legislature, and it was only the perscmal help 
I received from the President and other members of the Asso- 
ciation that enabled me to convince our l^islature tiiat it was 
the proper thing. I want you gentlemen of the Association to 
understand that we are giving him the credit for this very 
beneficent law that is on our statute books. 

I only regret that I live at so remote a distance from the Stete 
of Ohio that I have not the privilege of a closer personal ac- 
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quaintance with Mr. Foote. He has been to me a counsellor 
and an adviser, a father at whose feet I have sat and received 
instruction and advice, and I feel that I would be remiss as a 
member of this Association if I did not express my thanks to 
President Foote, who has made it possible for us to have this 
law, and who is responsible for this gathering, so rich in promise. 

Mr. Chairman, I move you that this Ck>nference extend to 
President Foote a vote of thanks for the efficient and devoted 
work that has enabled us to get together in these Ck>nferences. 

GovBBNOR Noel: All in favor of the motion will arise. 
Unanimously carried. • ) 

Pbbsidbnt Foote: Gentlemen, at this moment I do not feel 
called upon to make a speech of acknowledgment. Yoi^ will 
receive my acknowledgment in the work that I do during the 
following years. 

Mb. F. C. Crandon (Illinois) : So far as I know, the tax work 
of President Foote began in Illinois. Perhaps I am wrong, 
but that was the first that I knew of it. Illinois now says to 
him, after these years of labor, ''Well done, good and faithful 
servant; thou hast been faithful in a few things, we will make 
thee ruler over many things." 

GovEBNOB Noel: We thank Mr. Foote for his share, and it 
is the largest share in the movement that resulted in this Con- 
ference. I have enjoyed the meeting. I served eight years in 
the Senate, two in the House in Mississippi and four years as 
District Attorney, but I learned more about taxation since I 
have been here than I did during all those years. Since I have 
been governor, we have had every public officer of every State 
institution, educational, hospitals, asylums, etc., make printed 
reports. If I began to read now, and read twelve hours a day, 
it would take me until February, and then I could not read all 
the reports. So I get my information first-hand, and nowhere 
could I get information that serves my purpose better than dur- 
ing this Ck>nference. I am compelled to leave before the close 
of the session. Thanking you for the many courtesies I have 
received, and assuring you that a grateful recollection will 
remain with me of this occasion, and of the many kindly and 
appreciative interests of its people, I will bid you good-night. 

Mb. a. C. Plbtdbll (New Jersey): I would like to say a 
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few words about the International Tax Association. There are 
gentlemen here who do not seem to know the details of the 
actual work of the Association and its organization. I have 
been asked by several where they could obtain a copy of the 
proceedings. I wish to state for their information that these 
Ck>nferences are composed of the delegates designated by the 
governors of the States and by the presidents of the universities 
and colleges. That the Conferences are prepared for during 
the year, and the proceedings published and circulated officially 
by the International Tax Association, which is entirely a volim- 
tary membership organization. This is supported through the 
membership dues. In order to widen the injQuence of the Asso- 
ciation and CJonferences, it is asked that two things be done: 
One is to increase the actual membership of the Association, and 
the other is to increase the circulation of the proceedings of 
these Ck>nferences. Those are the essential things that must be 
carried on. The Association itself will hold a business meeting 
of the members of the Association to-morrow. I would ask 
those who are delegates or visitors and who are not members of 
the Association to be present if they can. It is not as interest- 
ing, perhaps, to look after these details as it is to participate 
in the debates of the Conference, but unless such work is sup- 
ported, we cannot get the full benefit that might be derived from 
these meetings through proper circulation in many wa3rs of the 
action of these Conferences. 

Mb. Kontz (Georgia) : I simply wish to recall those words 
that ''no man lighteth his lamp and putteth it imder a bushel." 
Gentlemen, this Conference has lighted a lamp. It has lighted 
a lamp that is capable of shining into the remote comers of the 
house; to the remote and darkest comers of the State and the 
dominions adjoining. But we may come here and talk ourselves 
blue in the face and rejoice and shout at what we have heard, 
and it will accomplish little good, unless we put this light upon 
the stand where it may reach those for whom it is intended. 

We have our differences, and we are sent here more or less 
because we entertain certain views. The delegates are ap- 
pointed by the governors, so there can be no collusion, and we 
understand more or less about tax problems, but unless by 
becoming members of the Association we bring the volumes 
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of the proceedings in contact with the people for whom they 
are intendedi we might as well shut up shop (if you will pardon 
the expression). I hope no one will leave this city without be- 
coming a member of the Association, and thereby make it pos- 
sible to get these proceedings before the people. 

I want to express in this Conference the debt of gratitude not 
only that I personally owe to the Conference and to Mr. Fobte, 
but the personal gratitude that every man in Georgia owes to 
this Conference for the result of its work. When we came to- 
gether in Columbus, and then to a certain extent in the Toronto 
Convention, we discussed problems there as theories, and then 
we enacted resolutions. In some imaccountable way those 
proceedings have got in circulation beyond our expectations 
and to an extent that I cannot understand, but to-night there 
is no student of taxation, there is no enlightened legislator in 
Georgia or in any other part of the coimtry that is not ready to 
accept the resolutions that we have adopted from time to time. 
I do not believe that there is anywhere in the country an or- 
ganization which is doing more good than this, and I believe 
that Georgia will greatly benefit, as all other States will do, 
by the notable work that has been done by those who have 
carried forward this work. 

Propbssob James E. Botlb (North Dakota) : There are two 
wa3rs in which the International Tax Association has been of ben- 
efit — of very great and lasting benefit — to my own State. 

In the first place, about one hundred copies of Volume I 
of the proceedings have been placed in the State where they will 
do the most good. That is, they have been placed in the public 
libraries where students of taxation can read them, in the hands 
of certain administrative officers, and in the hands of members 
of the State legislature, serving on the committees dealing with 
tax questions. And in the second place, through an impetus 
given by this Association, a State Tax Association has now 
been formed and put in practical working order. 

On account of these two benefits, so direct and palpable, I 
wish to express my sincere indorsement of the high aim and the 
substantial achievements of the International Tax Association. 

The Conference then adjourned. 
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PROVISIONS FOR ANNUAL CONFERENCE 

AbTICLB VI OF THE CONSTITUTION OF THE InTEBNATIONAL 

Tax Association 

Section 1. An anrvaaL intematianal conference on State and 
local taxation shall be held under the auspices of this Associa- 
tion, during the month of October in each year, or at such time 
and place as its Executive Committee may determine. The 
details of each Conference shall be arranged by the Ebcecutive 
Committee in cooperation with such special and standing com- 
mittees as may be created by this Association at its annual 
meetings for such purpose. 

Sec. 2. The educaiional personnel of each Annual Conference 
shall be composed of delegates representing universities and 
colleges that maintain a special course in public finance, or at 
which that subject receives special attention in a general course 
of economics; and public men, editors, writers and speakers 
who hold no educational or official position, but who have 
developed a special interest in the subject of State and local 
taxation. 

Sec. 3.*^ The administrative personnel of each Annual Confer- 
ence shall be composed of three' delegates appointed by the 
Governor of each State and the Premier of each Province, and 
public officials holding legislative or administrative positions 
charged with the duty of investigating, legislating upon or 
administering tax laws. 

Sec. 4. The voting power in each Conference upon any ques- 
tion involving an official expression of the opinion of the Con- 
ference shall be vested in one delegate, who shall cast one vote, 
for each university and college, or institution for higher edu- 
cation, represented in the Conference,' and one vote for each 
delegate present appointed by the Governor of a State or by 
the Premier of a Province, but no delegate shall vote as the 
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representative of an educational institution and also as the 
representative of a State or Province. 

Sec. 6. Voting by proxy shall not be allowed. 

Sec. 6. No member of this Association shall have the right 
to vote in any Annual Conference by virtue of such member- 
ship. 

Sbc. 7. The last session of each Annual CJonference, or so 
much of it as may be necessary, shall be devoted to the consider- 
ation of the report of the Ck>nference Committee on Resolutions 
and Conclusions. The report of this committee, as adopted by 
the Conference, shall be its official expression of opinion, and 
it shall not be held to have indorsed any other expression of 
opinion by whomever made. The voting power of the Confer- 
ence upon an official expression of its opinion is limited to 
delegates representing educational institutions and del^ates 
representing States and Provinces by appointment of their 
Governor or Premier, with the purpose of safeguarding the 
Conference from the possibility of having its expressions of opin- 
ion influenced by any class interest; or consideration for those 
who devote their time to the work or management of this Asso- 
ciation; or favor for those who contribute money for its sup- 
port. The Annual Conference will be the means used by the 
Association for carrying into practical effect its purpose to 
seciu'e an expression of opinion that will formulate and announce 
the best informed economic thought and ripest administrative 
experience available for the correct guidance of public opinion, 
legislative and administrative action on all questions pertaining 
to State and local taxation, and to interstate and international 
comity in taxation. 

Sec. 8. The temporary and permanent chairman; secretary 
and official stenographer; address of welcome and response 
to the same; meeting place, acconmiodations for del^ates, 
and all necessary preliminary details for each Conference, and 
also the program of papers and discussions, shall be arranged 
for the Conference by the Executive Committee of this Associa- 
tion, in cooperation with a local committee and such other c<mi- 
mittees as it may appoint. All other details of the organization 
and work of the Conference shall be arranged by the delegates 
present in such manner as they may from time to time decide. 
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LIST OF PAPERS CONTAINED IN THE VOLUME OF PRO- 
CEEDINGS OF THE FIRST ANNUAL CONFERENCE ON 
STATE AND LOCAL TAXATION, HELD AT COLUMBUS, 
OHIO, NOVEMBER 12-15, 1907. 

(Papers marked * have been reprinted in pamphlet form) 

A Council of States. 

Dr. C. A. L. Reed, University of Cincinnati. 
♦Intbrstatb Cobiity in Taxation. 

Frederick N. Judson, Chairman Special Tax Commission, St. Louis, 
Missouri. 
The Economic and Statistical Value of Uniform State Laws 
ON THE Subject of State and Local Taxation. 
L. G. Powers, Chief Statistician of Bureau of the Census. 
*OuTUNS OF A Model System of State and Local Taxation. 
Lawson Purdy, President of Department of Taxes and Assessments, 
New York City. 
♦Constitutional Limitations affecting Taxation. 
Prof. Isidor Loeb, University of Missouri. 
Uniform Pubuc Accounting. 
Joseph T. Tracy, Chief Deputy of the Ohio State Bureau of Uniform 
Public Accounting. 
Accounting foe the Proceeds of all Collections of Taxes and 
Pubuc Charges and Disbursements of Evert Kind. 
Harry B. Henderson, State Examiner of Public Accoimts, Wyoming. 
Centralized Tax Administration in Minnesota and Wisconsin. 

Dr. Ra3rmond V. Phelan, University of Minnesota* 
*HoME Rule in Taxation. , 

Solomon Wolff, Member Louisiana State Tax Commission. 
Limitations of the Purposes for which Taxes mat be Levied. 
Prof. Isaac A. Loos, State University of Iowa. 
^Methods of Assessment as applied to Different Classes of Sub- 
jects. 

Prof. James E. Boyle, State University of North Dakota. 
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Habitation Tax. 
Prof. John B. Phillips, University of Colorado. 

The Utah Mortqaob Tax. 
Prof. George Coray, University of Utah. 

Thb Relation or Federal to State and Local Taxation* 
Prof. H. Parker Willis, George Washington University. 

♦Taxation or Inhebttancbs. 
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